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Spotlight  on  Israel 


EDITED  BY  HARRY  MAURER 


PLENTY  OF  ROOM  IN 
BETHLEHEM'S  INNS . . . 

Just  one  week  before  Chiistmas,  a  visitor  finds 
precious  little  holiday  spirit  in  Bethlehem. 
Palestinian  tom-ist  police  have  replaced  Israeli 
soldiers,  but  they  have  little  to  do.  Manger 
Squai-e,  just  opposite  the  Church  of  the  Nativity 
and  usually  packed  with  buses,  is  lai-gely  empty. 
The  shops  that  Une  the  square  and  the  main 
street  to  the  north  are  strangely  quiet.  Vendors 
sit  around  sipping  tea  and  coffee.  "The  lack  of 
progi'ess  in  the  peace  talks  has  driven  away 
the  tomists,"  says  Bajis  Ismail,  director  gen- 
eral of  the  Palestmian  Authority's  Touiisra 
]VIinisti-y,  which  is  located  on  the  squai-e. 

Such  a  dead  December  has  been  devas- 
tating to  this  town  of  30,000,  since  tourism 
is  its  main  source  of  income.  Perched 
above  the  parched  hills  of  the  Judean 
desert,  the  birthplace  of  Jesus  ranks  second 
only  to  Jerusalem  as  a  Holy  Land  tourist  ^egypt 
destination.  But  the  deadly  clashes  in  late  • 
September  between  Israehs  and  Palestinians 
led  Israel  to  close  off  the  West  Bank  for  several 
weeks.  And  even  though  the  blockade  has  been 
lifted,  nei-ves  are  strung  tight,  and  tourists  are 
making  themselves  scarce. 
FIREWORKS.  Bethlehem  Mayor  EUas  Freij  has 
made  it  clear  that  Chiistmas  will  be  low-key  this 
yeai-.  That  contrasts  sharply  with  1995,  when  the 
hohday  came  only  two  days  after  Israel  handed 
over  control  of  the  town  after  28  years  of  occu- 
pation. Last  year,  the  Palestinians  spent  $100,000 
to  decorate  the  entke  town  and  even  put  on  a 
fireworks  display.  Although  Yassir  Arafat  plans  to 
show  up  for  this  year's  fete,  his  Palestinian  Au- 
thority "has  only  been  able  to  promise  us 
$40,000,"  says  Mayor  Freij. 

Bethlehem's  major  attraction,  of  course,  is  the 
Church  of  the  Nativity.  The  gospels  tell  that  Je- 


ODD  COUPLE 

Yassir  Arafat 
plans  to  visit 
Bethlehem  at 
Christmas,  but 
that  won't  boost 
sales  much 


sus  was  bom  in  a  manger,  and  from  the  middle  of 
the  2nd  century,  Christian  tradition  placed  the 
manger  in  a  cave  close  to  the  Biblical  village.  In 
326  A.D.  the  first  Church  of  the  Nativity  was 
built — a  small  octagon  above  the  cave.  It  was 
replaced  by  Justinian  in  the  6th  century  with 
the  Church  of  the  Nativity  as  it  stands  today,  a 
large  Romanesque  edifice  in  gray  stone.  The  grot> 
to  is  reached  by  a  narrow  staircase  with  Crusad- 
er portals  and  doors  of  bronze  dating  from  the 
time  of  Justinian.  The  presumed  exact  place  of 
the  Nativity  is  marked  by  a  silver  star. 

Outside  the  church  on  Manger  Square,  shop- 
keepers fret.  "Our  sales  are  down  by  50%  to 
60%  this  year,"  says  40-year-old  Edward 
,  Lama,  ovmer  of  Lama  Brothers,  one  of  the 
\  largest  tourist  stores  in  Bethlehem.  Such 
shops  are  the  main  outlet  for  local  mother- 
of-pearl  and  olive-wood  carvings  of  Jesus, 
Maiy,  and  New  Testament  scenes. 

Tourism  officials  agree  there  wiU  be  no 
recovery  until  the  two  sides  reach  an 
agreement  on  an  Israeh  army  redeploy- 
ment in  Hebron.  The  cuiTent  bone  of  con- 
tention lies  only  20  kilometers  south  of  Beth- 
lehem and  is  the  last  remaining  Arab  town  in 
the  West  Bank  under  Israeli  control. 
Despite  the  current  tension,  Bethlehem  offi- 
cials look  optimistically  to  the  fiitui-e.  The  Vatican 
is  talking  of  a  visit  by  Pope  John  Paul  II  to  cel- 
ebrate the  2000th  anniversaiy  of  Jesus'  birth. 
Plans  call  for  $150  million  in  public  and  private  in- 
vestment on  hotels  and  infrastructure  to  mark  the 
event.  But  unless  the  region  can  come  closer  to 
peace  in  the  months  to  come,  even  the  prospect  of 
a  papal  visit  may  not  be  enough  to  get  business- 
people  spending  that  kind  of  money. 


. . .  AS  TOURISM'S 
STAR  SINKS  LOW 

The  Lama  family  had  liigh  hopes  for  a  boom  in 
touiism  after  the  1995  Oslo  peace  agi-eement. 
Looldng  to  expand  beyond  their  tourist  store, 
the  family  decided  to  invest  in  a  large  eatery 
and  a  hotel.  The  Sababa  Restaurant,  on  the 
ground  floor  of  an  unfinished  building  on  Bethle- 
hem's main  street,  opened  in  August.  "Oui"  timing 
couldn't  have  been  woi-se,"  says  Edwai-d  Lama, 
taldng  a  moment  out  from  calhng  Israeli  torn- 
guides  on  his  cellular  phone  to  dram  up  busi- 
ness. The  September  violence  didn't  exactly  help 
turn  Sababa  into  a  hot  spot. 

The  restaurant  serves  such  typical  Middle 
Eastern  fai-e  as  hummus,  taWni,  and  kebabs.  But 
at  most  meals  recently,  the  dinere  can  be  coimted 
on  one  hand.  In  the  meantime,  the  family  has 
put  the  hotel  project  on  hold— at  least  until  the 
tourists  dai'e  to  come  back. 

By  Neal  Sandler  in  Bethlehem 
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INVESTING  ABROAD? 


FIRST    LOOK    AT    THE    A  S  I  A  -  P  A  C  I  F  I  C  , 


THEN    ZERO    IN    ON  CHINA. 


YOU    GET    WUXI    ON  FOCUS. 


NATURAL  LY. 


The  idea  of  investing  abroad  is  a  tempting 
and  attractive  thouglnt. 

But  where?  How?  And  with  whom  are  the 
vital  questions.  If  you  decide  to  make  the 
move,  it  has  to  be  the  right  one. 

That's  why  joining  forces  with  a  reliable 
partner  with  world-acclaimed  and  proven 
expertise  is  the  only  way  you  can  do  it. 

Who  better  to  identify  today's  most  dynamic 
business  opportunities  in  the  Asia-Pacific 
or  to  build  the  top  industrial  parl<  in  China 
than  the  expertise  of  a  Singapore  consortium 
led  by  Singapore  Technologies  Industrial 
Corporation  and  the  support  from  the  Wuxl 
Municipal  government. 


A  partnership  committed  to  seeing  you 
succeed. 

At  the  Wuxi-Singapore  Industrial  Park 
(WSIP),  an  excellent  investment  opportunity 
awaits  those  who  are  prudent  enough  to 
recognise  its  vast  investment  potential. 

A  world-class  1,000  hectare  industrial 
park  where  labour  and  operating  costs  are 
competitive  and  the  hassles  of  operations 
are  reduced,  you  can  enjoy  the  efficiency 
of  a  Singapore  style  management  in 
China. 

Whether  you  choose  one  of  the  several 
types  of  standard  factories  or  prepared 
land  parcels  to  build  a  customised  factory. 


you  can  be  sure  of  a  complete  manufacturing 
environment.  WSIP  offers  good  infrastructure 
and  utilities  support,  excellent  estate  and 
security  management,  and  all  the  amenities 
and  services  to  enhance  the  workstyle  and 
lifestyle  of  your  staff. 

So  if  you're  looking  to  invest  abroad,  focus 
on  Wuxl.  Focus  on  WSIP.  And  be  a  part  of 
the  success  of  China  that's  already  on  its 
way. 

For  more  details,  write  in  to  the  marketing 
company  or  check  out  WSIP's  web  site  at 

http://www.st.com.sg/wsip 


0^  SttKinmtX.KH 
■   —  WUXI-SINGAPORE 


WSIP  Admlnlslrallon  Building.  No.  178,  XI  XIn  Er  Lu,  Wuxl  ■  Singapore  industrial  Park,  Wuxl,  Jiangsu.  PR  Ctiina.  Postal  Code:  214028 
Markolod  by;  Wuxl  Inlornallonol  Managomonl  Services  Pte  Ltd,  3  Urn  Took  Kim  Road.  KOS-OZ  Singapore  Technologies  BIdg.,  Singapore  088934 
Tel:  (65)  2212338  Fax:  (65)  2261033  E-mall:  wsipstoiepaclllc.nel.sg 
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Our  trade  fairs  save  you 
a  lot  of  time 


Munich  International  Trade  Fairs 


ABC-Salon, 
Accessoires  &  Mode, 
Anolytico, 

Auto  &  Greger  Racing  Show, 
Bau,  Baucon  Asia, 
Bauma,  Bits  &  Fun, 
C-B-R,Cepec, 
Ceramitec, 
Cinec, 
Congress 
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Surgical  Society, 
Country  Munchen, 
Drinktec-lnterbrou, 
Eledronico, 
ElectronicAsia,  Eltec, 
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Expopharm, 
Fairway, 
Farbe, 

Ferien-lmmobilien, 
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Golf  Europe  -  Munchen, 
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Munchen  Direct,  Mutec, 
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Messe  Munchen  GmbH 

Messegelande 

D-80325  Munchen 

Phone  (+4989)  51 07-0 

Fax  (+4989)5107-5  06 

E-mail: 

info@messe-muenchen.de 


Munich  trade  fairs  are  nearly  all  leaders  in  sectors 
which  play  a  key  role  in  the  development  of  the  inter- 
national economy.  Furthermore,  Munich  is  the  ideal 
venue  for  dialogue  between  east  and  west.  Whether 
you  are  a  visitor  or  exhibitor  at  the  Munich  trade 
fairs,  you  will  save  a  lot  of  time  because  there  will  be 
no  need  to  attend  other  events.  While  establishing 
successful  business  contacts,  you  will  benefit  from 
Messe  Munchen's  first-class  services  both  in  Munich 
and  abroad— in  cooperation  with  IMAG,  one  of  the 
most  experienced  internohonol  trade  fair  services. 
Visitors  can  concentrate  on  the  products  and  exhibit- 
ors on  their  customers.  Today,  tomorrow  and  there- 
after when  the  New  Munich  Trade  Fair  Centre  opens. 

Messe  Munchen  International 
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Books 


THE  NEXT  WAR 

By  Caspar  Weinberger  and  Peter  Schweizer 
Regnery .  470pp  •  $27.50 


GRIM  FAIRY  TALES 
FROM  A  COLD  WARRIOR 


Sometime  next  year,  Washington 
will  laimch  a  debate  over  the  U.  S. 
militaiys  future.  A  major  report 
by  the  Pentagon  and  another  by  an  in- 
dependent blue-ribbon  panel  will  prod 
policymakers  to  come  to  giips  with  the 
post-cold-war,  balanced-budget  world. 
What  should  the  Pentagon  do,  what 
should  its  overall  budget  and  aUocation 
of  dollars  look  Uke,  and  how  many  sol- 
diers are  enough?  Budget  plans  don't 
provide  the  money  to  modernize  all  of 
the  cuiTent  force  of  1.5  miUion  troops. 
And  the  growing  number  of  Pentagon 
peacekeeping  operations  takes  money 
irom  training,  preparedness,  and  pro- 
curement. With  linite  funding,  some- 
thing has  got  to  give. 

Unless  you're  Caspar  Weinberger.  In 
The  Next  War,  written  with  Hoover  In- 
stitution scholar  Peter  Schweizer,  the 
onetime  Defense  Secretary  and  current 
chairman  of  Forbes  magazine  offers  a 
series  of  parables  masquerading  as  war 
scenarios  that  diagnose  the  military's 
ills  and  prescribe  the  remedy  Wein- 
berger invariably  favored  when  he  was 
at  the  Pentagon:  more  money.  Whether 
the  enemy  is  a  North  Korea-China  axis, 
Iran,  Mexico,  Russia,  or  Japan,  under- 
funding  is  the  culprit  producing  inade- 
quacies in  training,  airlift  capability,  in- 
telUgence,  and  troop  levels. 

You  can  read  The  Next  War  as  a  mil- 
itary novel,  and  you  may  find  it  rivet- 
ing— if  you  like  rivets.  It  offers  nuts- 
and-bolts  accounts  of  military  campaigns, 
inundating  the  reader  with  such  Pen- 
tagon acronyms  as  AMRAAM  (Advanced 
Medium-Range  Air-to-Air  Missile)  and 
MLRS  (Multiple  Launch  Rocket  Systems). 
Weak  character  development,  however, 
flattens  such  fictional  figures  as  U.S. 
President  Michael  St.  John  (who  has  a 
"telegenic  face"  and  "good  breeding") 
and  Taiwanese  Air  Force  Major  Li  Fei- 
Kan  ("a  small  man  with  a  cherub  face"). 
Still,  as  the  book  goes  on,  readers  can 
be  swept  up  by  the  action. 


And  literary  merit  is  hardly  vital, 
since  Tlie  Next  War  is  intended  to  score 
as  a  pohtical  tract.  If  you  give  any  cre- 
dence to  the  authors'  nightmares,  you 
can  understand  why  conservatives  stiU 
call  for  increased  defense  spending  de- 
spite such  promising  signs  as  a  Russian 
rnihtary  that  couldn't  defeat  Chechnya 
and  inept  ballistic-missile  efforts  by  the 
one  rogue  state — Iraq — ^that  has  tried 
them. 

The  projections,  which  Weinberger 
says  are  based  on  government  intelli- 
gence simulations,  spin  out  logically 
from  dubious  initial  premis- 
es. Take  the  first  one,  which 
has  North  Korea  forging  an 
alhance  vsdth  China.  North 
Korea  uses  biological 
weapons  on  U.S.  troops  in 
South  Korea,  quickly  takes 
over  Seoul,  then  lobs  a  nu- 
clear warhead  at  resisting 
Gis.  Pyongyang's  allies  in 
Beijing,  meanwhile,  try  to 
take  Taiwan,  send  300,000 
troops  across  the  Yalu  River 
to  help  the  North,  and 
launch  their  ovm  nuclear  at- 
tack on  U.S.  forces.  Washington  ex- 
changes nuclear  strikes  with  both.  But 
in  the  end,  the  U.S.  signs  a  peace  ac- 
cord allowing  the  North  to  occupy  Seoul 
because  America  lacks  the  military 
might  to  best  China  and  North  Korea  in 
a  land  war. 

In  another  section,  Washington  is  sur- 
prised by  Moscow's  development  of  a 
sophisticated,  multiple-layer  ballistic- 
missile  defense  and  is  forced  to  with- 
draw from  Europe.  In  a  tliird,  the  U.  S. 
pulls  back  troops  fi-om  the  Persian  Gulf 
when  Iran  threatens  to  loft  a  nucleai- 
weapon  toward  Europe,  wliich  it  later 
does  anyway.  And  Washington  is  reluc- 
tant to  respond  for  feai-  Iran  will  look 
like  a  victim. 

Ti-ouble  is,  these  situations  don't  iing 
true.  China,  for  instance,  has  given  up 


Caspar  Weinberger 

&  Peter  Schweizer 

THE 


on  North  Korea,  and  one  U.S.  expert 
on  China  and  its  military  forces,  for- 
mer U.  S.  Ambassador  to  Korea  and 
China  James  R.  Lilley,  calls  the  notion 
that  Pyongyang  would  ever  attack  Seoul 
"insane."  It's  also  unlikely  that  Russia 
would  be  able  to  develop  and  deploy  a 
huge,  airtight  antiballistic-missile  sys- 
tem vdthout  U.S.  knowledge.  Finally, 
it's  improbable  that  the  U.  S.  would  fail 
to  respond  forcefully  to  an  Iranian  nu- 
clear attack.  No  public-relations  cam- 
paign could  turn  a  nation  that  launches 
a  first  strike  against  innocent  civilians 
into  a  victim. 

Because  nuclear  weapons  are  in- 
volved, the  outcome  would  be  different 
from  the  Persian  Gulf  War,  a  conflict 
that  raises  a  critical  point  the  authors 
ignore.  If  overwhelming  military  might 
were  the  only  thing  that  mattered,  Sad- 
dam Husseia  wouldn't  be  in  power.  But 
strategic  and  diplomatic  considerations 
also  play  critical  roles,  whether  in  pre- 
serving a  regional  counterweight  to  an- 
other rogue  nation  or  in 
holding  together  a  global 
coalition.  So  while  the  con- 
clusions of  the  conflicts  in 
the  book  cleai-ly  are  unsatis- 
factoiy  to  the  authors,  more 
Pentagon  spending  wouldn't 
inevitably  change  these  out- 
comes. Ajid  the  fact  remains 
that  the  U.S.  spends  as 
much  on  defense  as  the  next 
six  big  spendei-s  combined. 

But  there  is  one  point  in 
the  authors'  favor.  Wein- 
berger conceded  at  a  recent 
press  briefing  that  the  possibihties  he 
poses  would  require  foreign  govern- 
ments far  different  from  those  in  power 
now.  So  he  and  Schweizer  are  raising 
questions  about  long-term,  not  short- 
tenn,  threats.  Will  a  nationalistic  leader 
ti-y  to  expand  Moscow's  empii-e  to  the 
English  Channel?  Will  a  maniacal  Mex- 
ican leader  destroy  the  economy, 
driving  millions  of  immigrants  north? 
Win  a  ti"ade  wai"  with  the  U.  S.  and  liigh 
unemployment  spur  Japan  to  start  a 
wai-?  Interesting  questions,  all.  Even  if 
the  answer  to  each  is  "unlikely,"  pohcy- 
makers  must  ask  what  tlu-eats  we  do 
need  to  prepare  for.  It's  a  question 
Washington  has  ducked  for  too  long. 

BY  STAN  CROCK 
Crock  covers  national  secwity  issues 

for  BUSINESS  WEEK. 


WEINBERGER  PLEADS  FOR  MORE  DEFENSE  FUNDS. 
BUT  THE  THREATS  HE  ENVISAGES  DON'T  RING  TRUE 
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liBBili  BE  ONE  OF  l^iHiii 

134  NEW  SaimONAIRES! 


Win  one  of  more  than  755.000  cash  prizes. 


( Germany's  State  Lottery 

1  Play  Germany's  favourite  State  Lottery.  Win  your  share  of  more  than 
il  billion  Deutschmarks  in  total  cash  payout.  That's  the  largest  lottery 
isum  in  Germany's  history  -  more  than  665  million  US  dollars! 

I  For  generations  we  have  made  successful  people  like  yourself 
■  successful  millionaires.  Now  it  can  be  your  turn  to  do  the  same. 


Every  second  lottery  ticket  wins! 

With  only  one  ticket  you  have  statistically  a  50,39  % 
chance  of  winning.  Only  1,5  million  tickets  issued  for  755.999  prizes. 

This  is  guaranteed  by  the  German  state.  And  with  only  one  ticket 
you  participate  in  26  weekly  drawings.  That's  26  chances  to  win  a 
cash  prize. 


wiitiiiofvw! 

Highest  winnings! 

Highest  chances! 

'  Guaranteed  by  the 
German  State! 

I  •  Jackpot  more  than 
665  million  US$ 

'•  134  winners  of  one 
million  and  up 

Only  1,5  million  tickets 

I  •  755.999  cash  prizes 

'  •  Every  second  ticket 
is  a  hit 


Super  EiUi 
WiMlngs: 

•  3  X  1  Renault  Twingo 

(each  worth  15.000  DM) 

•  3  X  1  Holiday-Trip 

(each  worth  15.000  DM) 


1  Porsche 

(worth  150.000  DM) 


NE  PAS  AFFRANCHIR 


NICHT  FREIMACHEN 


REPONSE  PAYEE/WERBEANTWORT 
RER  FED.  D'ALLEMAGNE 

NKL  Customer  Services 

Mr  Gregor 

I'.O.  Box  11  07  53 

D-60042  Frankfurl 
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How  to  join!  How  to  be  a  winner! 

Each  complete  lottery  takes  six  months.  Every  ticket-holder 
gets  the  official  draw  schedule  containing  detailed  information. 
Everything  is  clearely  spelled  out  and  you  will  be  kept  informed 
at  all  times.  Simply  order  your  ticket(s)  using  the  postcard- 
coupon  below. 


The  lottery  is  fully  backed  by  the 
German  Federal  Government. 
Tickets  are  only  available  through 
government  appointed  licencees. 
Each  draw  is  publicly  held. 
Every  procedure  is  regulated  by  law. 


Winning  odds  up  to  88%. 

With  a  Lucky  Letter  you  play  not  only  one  number,  but  with 
four. This  will  increase  your  winning  chances  by  up  to  88%. 

If  You  Win! 

You'll  be  notified  immediately  by  personal  letter.  Payment  of 
prizes  follows  the  fastest  way  possible  and  according  to  your 
instructions.  Prizes  are  free  of  German  taxes.  We  are  obliged  to 
observe  100  %  confidentiality.  If  you  buy  a  ticket  -  no  one  else 
knows.  If  you  win  -  no  one  else  knows. 


rOTTERY  RUNS  fRJ?, 

*j;;;.L  ocu  -QT  thru  S«H.  V 


Simply  fax  us  the  card  to  ++  49-69-17  00  92  20  or  call  the 
Ticket  Hothne  Number  ++49-69-11  00  92  0 

In  return  you  will  receive: 

•  your  original  ticket(s)  along  with  instructions  and 
complete  details 

•  a  regular  mailing  containing  the  official  list  of  all  winning 
numbers  (Control  of  our  performances  for  you!) 


LOTTERIE 


STATE  ACCREDITED  LOTTERY  AGENT 


Myliusstrasse  23  •  P.O.  Box  11 0753 
D-60042  Frankfurt  •  Germany 

Tel.  ++49-69-17  00  92  0 
Fax ++49-69-17  00  9220 
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I  PLAY  THE  GAME! 

I  AM  ORDERING  THE  NEXT  CYCLE 

OF  THE  GERMAN  LOTTERY! 


DM 

US$ 

POSSIBLE 
£  JACKPOTS 

□  FULL  TICKET 

1236 

990 

590  6,500,000$ 

□  HALF  TICKET 

636 

510 

303  3,250,000$ 

□  QUARTER  TICKET 

336 

270 

160  1,625,000$ 

□  LUCKY  LEHER     1236   990  590  6,500,000$ 

(4 quarter  tickets  with  different  numbers)  

I  WISH  TO  PAY: 

□  In  full  for  1/2  year      □  Monllily  in  6  rales 

□  by  cheque  □  on  reccipl  of  invoice 

□  by  Credit  Card  (plus  5%  handling-chargos) 

□  AMEX     □  MASTER     □  DINERS 

□  VISA       □  EURO 

Card  Acc.  No.  Exp.  Diitc 

Please  send  your  creditcard  details  only  by 


PLEASE  RUSH  ME  YOUR 
INFORMATION  PACK  ONLY 


FAX  IT  OR  MAIL  IT! 


□  Mr.    □  Mrs. 


Fnrnily  niiiiii: 


JACKPO 

2  X  6,5  million  U 

(2  X  10  million  DM) 

4  X  3,2  million  U 

(4x5  million  DM) 

26  X  1,3  million 

(26  X  2  million  DM) 

52  X  600.000  US$ 

(52  X  1  million  DM) 


fax  or  in  an  enclosed  envelope. 


Si!!n:mirc  (rharpc  orders  only  valid  willi  sipnalurc) 


I'tislcodc/Cily/CmiTilry 

Make  cheques  and  transfers  payable  to:  GKEGOR 
•All  $  and  £  amnunls  are  approximate. 

Mail  to; 

GREGOR  •  P.O.BOX  1 1  0753 
D-fi()()42  FRANKRIRT  •  GERMANY 


Super  Draw 

50  X  600.000  US 

(50  X  1  million  DM) 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

A  MULTIMEDIA 
POWER  SURGE 


In  '97,  brawnier  chips 
will  put  your  PC  in 
the  running  as  an 
entertainment  center 

This  is  the  time  when 
we  trend-spotters  are 
supposed  to  peer  into 
our  crystal  balls  and  predict 
the  big  news  of  the  year 
to  come.  Fortunately,  the 
computer  industry  makes  my 
job  easy  by  announcing  prod- 
ucts months  before  they  are 
available  for  sale.  And  the 
hot  trend  for  1997  will 
be  multimedia  performance 
good  enough  to  turn  PCs  into 
serious  home-entertainment 
appliances. 

We've  been  hearing  about 
the  wonders  of  multimedia 
since  computers  started  com- 
ing equipped  with  cd-rom 
drives  and  sound  cards  sev- 
eral years  ago.  But  jerky  lit- 
tle movies,  mediocre  anima- 
tion, and  tinny  sound  kept 
computers  from  being  a  real 
threat  to  television,  or  even 
game  machines.  Computers 
have  been  getting  better, 
though,  and  they  are  about 
to  take  a  big  leap,  mostly  be- 
cause of  two  technologies 
that  will  debut  early  next 
year:  dvd,  which,  depending 
on  whom  you  ask,  stands  for 
either  digital  video  disk  or 
digital  versatile  disk,  and 
MMX,  which  stands  for  noth- 
ing at  all. 

DVD  is  a  new  type  of  cd- 
rom  that  can  hold  up  to  15 
times  as  much  data  as  cur- 
rent disks.  Early  attention 
has  focused  on  dvd's  poten- 
tial as  a  high-quality  medi- 
um for  movies.  In  fact,  ship- 
ment of  the  devices  had  been 
held  up  for  months  by  a  dis- 
pute between  the  movie  and 


computer  industries  over 
how  to  make  the  disks  copy- 
proof.  But  DVD  offers  a  lot 
more.  It  can  display  video  in 
multiple  formats  to  work 
with  your  computer  display, 
your  television,  and  your 
wide-screen  high-defiration  TV 
of  the  future.  It  also  handles 
both  conventional  stereo  and 
theater-style  five-channel  sur- 
round sound.  And  it  could  be 
the  key  to  a  world  of  new 
products,  starting  with  super- 
realistic  interactive  games 
based  on  live-action  video, 
not  animation. 

Quality  video  at 
least  as  good 
as  what  you 
see  on  to- 
day's televi- 
sion screens 
requires  not 
only  a  medium 
such  as  DVD  but 
also  a  tremendous 
amount  of  computer  pow- 
der. That  power  should  surge 
'in  1997,  when  Intel  Corp. 
ships  MMX  versions  of 
its  Pentium  and 
Pentium  Pro  chips. 
While  MMX  proces- 
sors don't  have  a 
clock  speed,  or  heartbeat, 
that  is  any  faster  than  exist- 
ing chips,  they  are  optimized 
to  do  certain  kinds  of  calcula- 
tions very,  very  quickly.  What 
you  will  see  and  hear  is  im- 
proved video  and  sound  per- 
formance. Rival  AMD  (Ad- 
vanced Micro  Devices)  plans 
to  ship  processors  early  next 
year  that  it  says  wdll  match 
or  beat  mmx.  Machines  using 
the  new  chips  are  worth 
waiting  for,  especially  for  any- 
one who  plays  arcade-style 
games  or  does  a  lot  of  work 
with  photos  or  other  images. 

The  ease  with  which  to- 


day's fast  computers  can  ma- 
nipulate images  already  has 
helped  launch  a  miniboom 
in  digital  photography.  Next 
year,  this  trend  should 
grow — and  spread  to  video. 
Today,  lots  of  families  own 
camcorders,  but  editing  their 
tapes  has  required  expensive 
equipment  and  a  lot  of  skill. 

The  process  is  becoming 
much  easier,  and  costs  are 
dropping  fast.  Apple  Com- 
puter already  sells  a  $2,700 
Mac  Performa  complete  with 
video-editing  hardware  and 
software.  Low-cost  products 
set  for  early  next  year  in- 
clude a  $300  hardware-soft- 
ware combo  from  Pinnacle 
Systems  that  lets  you  take 
raw  video  from  your  cam- 
corder and  record  an  edited 
and  titled  tape  on  a  vcR. 
VideoWave  from  mgi 


(BW— Dec.  16).  And  as  the 
year  goes  on,  cable  systems 
will  begin  to  move  beyond  pi- 
lot testing  of  multimegabit 
modems,  and  telephone  com- 
panies will  start  to  offer  Dig- 
ital Subscriber  Line  service 
at  two  megabits  per  second 
or  faster.  Neither  technology 
will  become  widespread  be- 
fore 1998.  In  the  meantime, 
the  folks  who  produce  multi- 
media content  for  the  Web 
are  getting  much  cleverer 
about  cutting  transmission 
times.  This  effort  will  likely 
produce  the  biggest  gains  in 
performance. 

One  thing  new  multimedia 
capabilities  decidedly  will  not 
do  is  make  your  computer 
easier  to  use.  But 
hardware 


Software  is  an  easy-to-use 
editor  for  preparing  short 
videos  for  presentations, 
E-mail,  or  transmission  over 
the  World  Wide  Web. 

One  area  where  video  has 
a  long  way  to  go  is  on  the 
World  Wide  Web:  Even  gee- 
whiz  computers  can't  over- 
come the  Web's  slow  connec- 
tions. Next  year  will  bring 
some  modest  improvements. 
Modems  that  will  double  the 
top  speed  of  connections  over 
ordinary  phone  lines  should 
reach    stores    in  January 


and 

software  makers 
are  finally  learning  that  if 
they  want  to  get  comput- 
ers into  more  homes,  the 
devices  will  have  to  get  sim- 
pler and  cheaper.  A  wide  ar- 
ray of  machines  will  featvu-e 
convenience  features,  such 
as  phone-answer- 
ing machines 
)  and  laptop- 
style  sleep 
functions, 
which  let  ma- 
chines simply  power  down 
when  not  in  use  so  you  don't 
have  to  reboot  when  you  go 
back  to  them.  Watch  for  PCs 
that  will  make  it  easy  to  plug 
in  accessories  and  for  name- 
brand,  full-featured  systems 
costing  less  than  $1,000. 

As  the  year  comes  to  an 
end,  I'd  like  to  thank  the 
readera  of  Technology  &  You, 
especially  the  many  of  you 
who  have  taken  the  time  to 
write  to  me.  A  happy  and 
healthy  1997  to  you,  and  keep 
the  E-mail  coming. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


HOW  CLINTON'S  TRADE  POLICY 
HAMSTRINGS  AMERICA 


NAIVE: 

Washington 
must  now 
abide  by  WTO 
rules,  which 
don't  outlaw 
protectionist 
practices  but 
do  prohibit 
the  U.S.  from 
defending  itself 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


Administration  officials  have  trumpet- 
ed the  recent  ministerial  agreement 
negotiated  at  the  World  Trade  Orga- 
nization meeting  in  Singapore  to  cut  tariffs  on 
information-technology  products.  But  the  Sin- 
gapore deal  actually  suggests  the  weakness 
both  of  U.S.  diplomatic  priorities  for  trade 
and  of  the  WTO  as  an  institution.  The  next 
round  of  Administration  trade  initiatives  will 
be  vulnerable,  both  as  politics  and  as  pohcy. 

For  two  decades,  cutting  tariffs  has  been 
the  easy  part  of  lilDeralization.  Most  of  the 
obstacles  to  American  exports,  of  course,  are 
nontariff  barriers.  Mercantilist  nations  such  as 
China,  Japan,  and  Korea  can  accept  lower 
tariffs,  knowing  that  the  more  subtle  barriers 
to  market  access  are  untouched. 

A  related  problem,  paradoxically,  is  the  wro 
itself.  Most  of  the  real  progress  in  recent 
years  on  market  access  has  been  made  via 
aggressive  bilateralism — conditioning  access 
to  the  huge  U.  S.  consimier  market  on  genuine 
market-opening  by  trading  partners.  But  the 
agreement  creating  the  wro,  as  well  as  the 
norms  and  procedures  of  multilateralism,  make 
it  more  difficult  for  the  U.  S.  to  apply  unilat- 
eral pressures.  Instead  of  using  America's  im- 
mense global  economic  weight  to  bargain  hard 
for  reciprocal  access,  the  U.S.  is  now  sup- 
posed to  politely  take  complaints  to  the  WTO, 
whose  "due  process"  is  a  horrific  blend  of  bu- 
reaucratic ambiguity  and  plain  politics.  As 
Asia  scholar  Chalmers  Johnson  observes,  the 
WTO  does  not  outlaw  the  main  protectionist 
practices  of  East  Asian  semi-capitalist  nations, 
but  it  does  prohibit  the  U.  S.  from  defending 
itself  against  those  practices  through  bilateral 
bargaining  over  market  access. 
BURNED  ONCE.  Unlike  tariff  reduction,  which 
is  relatively  easy  diplomatically  and  uncon- 
troversial  domestically,  the  next  set  of  trade 
issues  are  far  thornier.  Fu'st,  there's  the  pro- 
posed expansion  of  the  North  American  Free 
Trade  Agreement.  Most  Democrats  in  Con- 
gress, as  well  as  Republican  economic  na- 
tionalists, felt  seriously  burned  by  nafta.  Of- 
ficial predictions  turned  out  to  be  fai*  too  rosy. 
House  Democratic  leader  Richard  A. 
Gephardt  will  oppose  nafta  expansion  un- 
less it  is  coupled  with  enforceable  labor  rights 
far  tougher  than  nafta's  token  provisions. 

Second,  the  Wliite  House  faces  double  trou- 
ble in  Congi-ess  over  new  negotiating  author- 
ity as  well  as  the  substance  of  a  nafta  ex- 
pansion. Chile,  the  first  candidate  for  nafta 


inclusion,  is  prepared  to  offer  much  stronger 
labor  provisions  than  Mexico.  But  the  Ad- 
ministration has  infuriated  its  labor  allies  by 
refusing  to  tie  trade  expansion  to  labor  rights. 

At  Singapore,  acting  U.S.  Trade  Repre- 
sentative Charlene  Barshefeky  made  a  tough- 
sounding  speech  on  the  importance  of  adding 
basic  labor  standards,  such  as  the  right  to 
organize  imions  and  a  ban  on  child  labor,  to 
the  wro  regime.  But  word  was  leaked  im- 
mediately that  this  was  not  a  serious  U.  S.  ne- 
gotiating priority.  Barshefsky  might  as  well 
have  said:  "Treat  this  as  merely  a  bone  we 
need  to  throw  the  afl-cio." 
BLIND  EYE.  Finally,  there  is  the  dilemma  of 
China — and  the  larger  questions  of  trade  pri- 
orities that  China  reflects.  Although  China 
has  replaced  Japan  as  the  world's  leading 
mercantilist  nation  and  is  currently  running 
the  largest  bilateral  trade  deficit  with  the 
U.  S.,  the  Clinton  Administration  is  committed 
to  mostly  unilateral  liberalization  of  trade 
vnth  Beijing.  The  White  House  successfully 
promoted  extension  of  most-favored-nation 
status  for  China  despite  China's  hirman-  and 
labor-rights  violations,  failure  to  deliver  on 
prior  market-opening  agreements,  and  con- 
tinued theft  of  intellectual  property.  The  Clin- 
ton Administration  will  pursue  essentially  the 
same  soft-line  strategy  when  it  presses  for 
China's  membership  in  the  wto. 

The  Administration  retains  an  oddly  altru- 
istic conception  of  free  trade.  It  fails  to  ac- 
knowledge the  world's  different  brands  of 
capitalism  and  negotiate  accordingly  for  reci- 
procal market  access.  The  Administration  be- 
lieves, wislifully,  that  by  promoting  the  norms 
of  liberal  trade  and  setting  a  good  example, 
the  U.  S.  \vill  encoui-age  other  nations  to  be- 
come more  like  it.  But  even  the  partial 
progress  the  U.S.  has  acliieved  in  opening 
Japanese  mai'kets  was  not  won  by  pursuing 
the  Golden  Rule  but  by  tough,  bilateral  ne- 
gotiation now  proliibited  by  the  wro. 

American  businesses  interested  in  expand- 
ing exports  want  a  harder  Une  on  market- 
opening,  but  they  are  dro^\'ned  out  by  busi- 
ness lobbies  more  interested  in  exporting 
capital  and  importing  products.  At  the  same 
time,  organized  labor's  pressure  for  greater 
global  worker  rights  and  a  strategy  of  ex- 
porting products  rather  than  capital  and  jobs 
is  no  match  for  organized  business.  So  U.  S. 
trade  policy  will  continue  to  be  both  con- 
tentious and  naive. 
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FORT  LAUDERDALE,  Saturday,  July  22  —  "How  to  locate  something  a  customer  can't  describe" 
^<^^  is  not  a  course  we  offer  employees  at  American  Express.  So  how  Donna  Merritt,  a  supervisor  in 
one  of  our  Florida  offices,  ever  helped  a  Cardmember  recover  a  v(Ty  imusual  etching,  is  beyond  us. 

Our  guess  is  that  Donna,  like  a  lot  of  tlie  people  who  work  for  \ ' 

American  Express,  knows  sometliing  about  the  arl  of  customer  service. 
.Mainly,  that  it  isn't  a  service,  but  lots  of  services  —  many  of  which  don't 
have  names  or  [irocedures  or  restrictions.  Come  (o  lliiid<  of  it,  its  also 
.something  you  can't  describe. 
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Economic  Trends 


BY  GENE  KORETZ 


IS  GDP  STRONGER 
THAN  IT  LOOKS? 

Conflicting  signals  persist 

There's  reason  to  believe  that  the 
U.  S.  economy  been  gi-owing  signif- 
icantly faster  recently  than  reported, 
and  it  has  nothing  to  do  with  the  wide- 
ly held  view  that  inflation  is  overstated. 
Rather,  says  economist  Robert  E.  MeU- 
man  of  Morgan  Guai-anty  Trust  Co.  in 
New  York,  the  likelihood  is  suggested 
both  by  an  apparent  incongniity  in  the 

AN  INTRIGUING  GAP  IN 
U.S.  GROWTH  ESTIMATES 


FOUR-QUARTER 
INCREASE  IN  REAL 
GROSS  DOMESTIC 
PROOUCT 


-BASED  ON  EXPENDITURES- 
OFFICIAL  GDP  ESTIMATE 
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DATA:  COMMERCE  DEPT.,  MORGAN  GUARANTY  TRUST  CO. 

government's  estimates  of  national  out- 
put and  by  the  strong  showing  implicit 
in  other  data. 

The  incongruity,  which  was  noted  by 
BUSINESS  WEEK  Several  months  ago 
(BW — Sept  2),  has  widened  consider- 
ably since  then.  It  involves  the  two 
ways  the  government  uses  to  measure 
gross  domestic  product:  (1)  counting  ex- 
penditiu-es  for  final  product  as  reflected 
in  personal  consumption,  investment  out- 
lays, and  government  purchases;  and 
(2)  adding  up  income  flows,  such  as  la- 
bor compensation,  profits,  and  rents. 

In  the  national  accounts,  which  ai'e 
basically  a  double-enti7  bookkeeping 
system,  these  two  measures  are  theo- 
retically equivalent.  Because  the  expen- 
diture-based measure  is  regarded  as 
generally  more  reliable,  however,  it  is 
used  as  the  official  gdp  yardstick,  and 
the  difference  between  it  and  the  in- 
come-based measure  is  reported  as  a 
"statistical  discrepancy." 

What's  intriguing  is  that  this  usually 
small  discrepancy  has  widened  signifi- 
cantly since  early  1995.  Adjusted  for  in- 
flation, the  income-based  measure  sug- 
gests that  (JDP  grew  3.4%  over  the  four 
quarters  ending  last  quarter  rather  than 
the  2.27o  rise  officially  reported.  Indeed, 
its  picture  of  gi-ovvth  since  mid-1995 
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looks  neai-ly  as  sti-ong  as  in  1994  (chai-t). 

This  pictm-e  is  paiticulai'ly  compelling, 
says  Mellman,  because  "it  jibes  with  a 
lot  of  other  evidence  that  the  economy 
has  done  far  better  over  the  past  year 
than  the  official  numbers  indicate."  The 
di'op  in  joblessness,  the  increase  in  pay- 
rolls, the  surge  in  tax  receipts,  and  the 
combined  rise  in  industrial  output  and 
construction  activity  all  point  to  rela- 
tively robust  gi'owth. 

If  real  GDP  has,  in  fact,  been  advan- 
cing at  a  3.4%  pace,  notes  Mellman,  then 
nonfarm  productivity  gi'ovs^h  has  actu- 
ally been  strong  rather  than  weak,  and 
unit  labor  costs  have  risen  only  1.1% 
rather  than  3.5%  over  the  past  year. 
Thus,  the  inflationary  pressures  that  ap- 
peared to  surface  in  recent  quarters 
may  have  been  iUusoiy. 

"The  catch,  however,  is  that  this  be- 
nign picture  can't  last  forever.  Stronger 
gi'ovrth  in  1996,  observes  Mellman,  "im- 
plies gi'eater  inflation  risks  in  1997." 


LESS  LOFTY 
RENTS  IN  ASIA 

Industrial  space  cools  down  a  bit 

The  global  market  for  factory  space 
is  nothing  if  not  volatile.  Back  in 
fall,  1995,  rental  rates  for  midsize  in- 
dustrial space  (40,000  sq.  ft.  to  60,000  sq. 
ft.)  in  the  hottest  Asian  markets  were 
$18  per  sq.  ft.  to  $37  per  sq.  ft.  Now,  in 
the  wake  of  buoyant  construction,  a 
slowdown  in  Asian  industrial  gi-owth, 
and  dollar  appreciation,  the  top  range  is 
closer  to  $10  to  $20,  reports  property 
consultant  CoUiers  International. 

Other  interesting  developments: 
Moscow  has  joined  such  cities  as  Hong 
Kong,  Seoul,  and  New  Delhi  in  the  i-anks 
of  the  priciest  industiial  mai'kets  (chart). 
In  the  U.  S.,  rents 
range  from  just 
$2.25  per  sq.  fl;.  in 
Kansas  City  to 
$6.96  per  sq.  fl;.  in 
Sificon  Valley, 
while  in  Europe 
they  range  from 
$4.64  in  Madrid  to 
$8.53  in  London. 
And  the  highest 
indu.strial  vacancy 
rates  are  25%  in 
Madrid  and  Mexi- 
co City,  followed 
by  15%  to  16%  in 
Boston,  Amster- 
dam, Pittsburgh, 
anil  Baltimore. 


WHERE  FACTORY 

SPACE  IS  PRICEY 

ANNUAL  RENT- 

HONG  KONG 

MOSCOW 

U)NDON 

SYDNEY 

KUA^UIMPUR 

SlUCON  VALLEY 

puhlin 

c 

6        12  18 

►  nOUARSPrRSQ  FT 

•IMll996.«.M0  600()OS(l,n, 

SUIIABI n OR  WARf  HOUSING  OR 

lir,HI  MANUFACIIIRING 

DAIA  caillflSINKRNAIlONAl. 

DOES  FUND 
ACTIVISM  PAY  OFF? 

One  study  finds  scant  evidence 

In  theory,  the  growing  activism  of  in- 
stitutional investors — especially  pen- 
sion funds — should  be  a  major  force  in 
improving  coiporate  performance.  That, 
at  least,  was  the  expectation  of  Cather- 
ine Daily  of  Purdue  University  and  sev- 
eral other  researchers  before  they 
looked  at  the  issue  recently. 

The  group  weighed  the  performance 
of  200  major,  publicly  held  coi-porations 
from  1990  through  1993.  During  that 
period,  shares  in  the  companies  were 
held  by  some  975  institutional  investors, 
including  36  public-sector  pension  fimds 
and  13  "activist"  institutions  with  a 
record  of  sponsoring  shareholder  pro- 
posals or  proxy  fights. 

As  measures  of  institutional  activity, 
the  study  used  the  proportions  of  a  com- 
pany's stock  held  by  all  institutions,  only 
public  pension  funds,  and  "activist"  in- 
stitutions alone.  Coi-porate  performance 
was  gauged  by  return  on  equity,  return 
on  investment,  and  market  performance. 

To  their  surprise,  the  researchers 
found  that  none  of  their  three  indicators 
of  activism  had  an  "appreciable  effect" 
on  any  of  their  measures  of  coi-porate 
performance.  "Even  the  most  acti\ist 
of  institutions,"  they  WTite,  "appear  im- 
able  to  achieve  gains  in  the  aggregate." 


SMALL  BUSINESS 
GETS  FIDGETY 

Owners  see  slow  growth  ahead 

America's  bellwether  small-business 
community  is  losing  some  of  its  ex- 
uberance. The  National  Federation  of 
Independent  Business  reports  that  its 
small-business  optimism  index  fell  more 
than  two  points  in  November,  to  99.2, 
its  lowest  reading  of  the  year. 

Looking  do\ra  the  road,  almost  twice 
as  many  small-business  owners  (21%) 
see  a  weakening  economy  ahead  as  see 
a  strengthening  one  (11%).  Although 
sales  gains  were  resjwctable  last  month, 
profits  weakened  a  bit.  and  a  rising 
number  of  respondents  felt  that  their 
inventories  were  too  high. 

On  the  jx)sitive  side,  both  liiiing  plans 
and  capital-spending  plans  remained 
strong,  and  emplojmient  gains  remained 
solid.  And  though  wage  hikes  ran  at  a 
high  level,  reports  of  both  actual  and 
l)lanned  price  increases  fell. 


Business  Outlook 


BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


GOOD  IVEWS  EN  ROUTE  TO  MAASTRICHT 


SPAIN! 


Economic  gi-owth  in  Spain  continued  to 
accelerate  in  the  third  quarter,  and  an- 
other cut  in  interest  rates  ensures  that  the  recovery 
will  last  into  1997. 

Real  gi-oss  domestic  product  gi-ew  2.2%  in  the  year 
ended  in  the  thii'd  quarter.  A  2%  gain  in  consumer 
spending  and  a  9.4%  jimip  in  exports  led  the  increase. 
Stronger  demand,  along  with  inventory  building,  lift- 
ed industrial  production  in  the  third  quarter  after 
two  quarters  of  declines. 

In  the  fom-th  quarter,  Spanish  carmakers  were  hurt 
by  the  strike  of  French  track  drivers,  which  prevent- 
ed the  delivery  of  auto  parts. 
But  the  improving  fundamen- 
tals in  Spain  suggest  that 
production  will  bounce  back 
in  the  first  quarter.  Factory 
orders  have  been  climbing, 
and  consumer  and  business 
confidence  are  on  the  rise. 
Unemployment,  though  high 
at  21.9%  in  the  third  quarter, 
is  at  least  starting  to  fall. 
Real  GDP  is  on  track  to  hit 
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the  government's  1996  target  of  2.3%.  However,  1997 
is  the  year  that  European  nations  must  meet  the 
Maastricht  Treaty's  criteria  for  monetary  union.  Spain 
has  drastically  cut  government  spending — freezing 
wages  of  pubHc  workers,  for  one  thing — to  bring  its 
deficit  to  3%  of  gdp,  from  about  4%  now.  Understand- 
ably, government  unions  are  not  happy,  staging  a  one- 
day  strike  on  Dec.  12. 

FOR  NOW.  THE  FINANCIAL  MARKETS  are  betting 

that  European  politicians  will  loosely  interpret  the 
Maastricht  targets,  letting  Spain  slip  in  as  one  of  the 
first  members.  However,  to  meet  its  1997  budget  plan, 
the  government  of  Prime  Minister  Jose  Maria  Aznar 
Lopez  is  counting  on  real  GDP  growth  of  3% — a  bit 
faster  than  the  consensus  forecast  of  2.7%. 

But  growth  prospects  got  a  boost  on  Dec.  13  when 
the  Bank  of  Spain  cut  a  half-point  off  its  lending  rate, 
now  6.25%.  The  rate  cut — 1996's  seventh — came  after 
news  that  consumer  prices  rose  3.2%  in  the  year  end- 
ed November,  the  smallest  hike  in  20  yeai's  (chart).  In- 
flation is  also  below  the  government's  1996  target  of 
3.4% — ^just  another  sign  of  Spain's  improving  econom- 
ic health. 


AROUT  THAT  SLOWMWN...IT'S  HISTORY 


U.S.  ECONOMY 


The  American  football  season 
is  finally  winding  down — and 
so  is  the  economy's  spell  of  slower  growth.  Manufac- 
turers and  retailers  undoubtedly  share  the  feelings  of 
thousands  of  New  York  .Jets  (1-14)  fans.  They're  all  say- 
ing: "Thank  goodness  it's  over." 

Recent  signals  are  pointing  to  stronger  growth.  Con- 
sumer spending  is  picking  up  after  a  weak  third  quar- 
ter, and  housing  is  shoAving  surpri.sing  resilience.  At  the 
same  time,  lean  inventories  and  fatter  order  books  are 
fueling  a  rebound  in  factory  production  (chart). 

The  turnaround  can't  come  soon  enough  for  the  fac- 
tories and  stores  that  suffered  during  the  third  quarter, 
when  growth  slowed  to  2%  from  the  robust  3.3%  pace 
in  the  first  half.  The  drop-off  in  overall  spending  was 
even  steeper  than  that. 

The  slowdovra  did  bring  with  it  some  important  ben- 
efits, though.  Chiefly,  it  eased  fears  that  overly  rapid  de- 
mand would  cause  inflation  to  pick  up,  and  it  calmed 
concern  that  the  Federal  Reserve  would  hike  interest 


MANUFACTURING 
BOUNCES  BACK 


0.6—  FACTORY  OUTPUT 


IS 
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rates.  Those  same  old  worries 
may  start  to  crop  up  again  for 
the  first  half  of  1997  (page  36). 
But  for  now,  at  least,  the  Fed 
remains  sanguine  about  the 
economic  picture:  As  widely 
expected,  the  central  bank  left 
short-term  interest  rates  un- 
touched at  its  Dec.  17  meet- 
ing, the  last  of  1996.  Tliat  kept 
the  Fed's  target  for  the  feder- 
al funds  rate  at  5.25%. 

The  economy  is  finishing  1996  a  good  deal  stronger 
than  most  forecasters  anticipated.  Holiday  sales  are 
always  difficult  to  get  a  handle  on,  especially  with  five 
fewer  buying  days  in  1996  due  to  the  late  Tlmnltsgiring, 
but  reports  are"  generally  upbeat.  Household  finances 
look  better,  too:  Credit-card  delinquencies  fell  in  the 
third  quarter  for  the  first  time  in  two  years. 

Also,  housing  was  thought  to  be  slowing  down,  but 
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Business  Outlook 


November  starts  surged.  A  December  survey  of 
builders  revealed  improved  market  conditions  at 
yearend,  and  mortgage  applications  to  buy  a  house 
are  up  shaiply.  Theii-  foui--week  average  through  Dec.  6 
was  the  highest  in  the  expansion. 

MOST  IMPORTANT,  a  rebound  in  demand  generally  is 
feeding  through  to  manufactui-ers.  And  it's  not  just 
domestic  demand.  Export  orders  also  look  stronger, 
according  to  the  nation's  purchasing  managers.  As  a  re- 
sult, industrial  production  in  November  shot  up  well 
above  expectations,  and  the  strike-related  reboimd  in 
auto  output  was  only  partly  responsible. 

Any  way  you  slice  it,  the  factory  sector  is  showing 
new  life.  Industrial  production  in  the  nation's  facto- 
ries, utilities,  and  mines  jumped  0.9%  in  November. 
Capacity  utilization  rates  for  all  industry  averaged 
83.3%  in  November,  up  from  82.9%  in  October.  Cold 
weather  hfted  utility  output,  but  production  in  manu- 
facturing alone  rose  a  sturdy  0.8%,  after  having 
dropped  0.2%  in  October.  Excluding  motor  vehicles 
and  parts,  factory  output  still  rose  a  solid  0.4%  in  No- 
vember, a  shade  stronger  than  October's  0.3%  rise. 

In  addition  to  autos,  pro- 
INVENTORIES  STILL       duction  of  business  equipment 
LOOK  LEAN  and    nondurable  consumer 

goods  led  the  November  ad- 
i^^^jfr  vance.  Business  equipment 

1.42  V  V   output  accelerated  in  1996  af- 

j»  Vwt  ^  slowdown  in  1995,  sug- 

HANUFACTURiNG  gesting  that  capital  spending 

AND  TRADE  is  holding  up  well.  Production 

o:;./!.l" ""'!.:,':;" JJJ  of  computer  and  office  equip- 
ment is  up  a  stunning  40% 
from  a  year  ago.  No  doubt, 
some  of  that  computing  power  is  heading  overseas. 
And  vrith  global  growth  expected  to  be  stronger  in 
1997,  U.  S.-export  demand,  especially  for  capital  goods, 
will  pick  up  as  well. 

Moreover,  Detroit  has  announced  intentions  to  boost 
first-quarter  1997  U.S.  output  by  8.9%  from  a  year 
ago.  Output  is  playing  catch-up  to  demand.  Even 
though  sales  of  domestically  made  cars  have  been  flat  at 
a  ho-hum  annual  rate  of  about  13  million,  that  sales 
pace  is  still  better  than  the  production  rate  of  12  million 
motor  vehicles  over  the  past  six  months.  As  a  result, 
the  planned  increase  in  auto  production  will  lift  overall 
manufacturing  activity  in  the  new  year. 

A  BUSIER  1997  is  also  the  finding  of  a  survey  of  the 
National  Association  of  Pm-chiising  Management's  40,000 
member  companies.  According  to  the  napm,  manufac- 
turing executives  expect  revenues  to  sjieed  up  next 
year  as  robust  holiday  buying  fuels  inventory  restock- 
ing. NAPM  companies  in  the  apparel,  metals,  and  elec- 
tronics industries  were  especially  upbeat,  and  80%  of  Jill 
businesses  expected  to  either  increase  their  hiring  or 
hold  payrolls  where  they  are. 


1.40 


1.38 
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A  RATIO  OF  INVENTORIES  TO  SALES 

DATA:  COMMERCE  DEPT. 


Low  inventory  levels  should  stoke  further  output 
gains  early  next  year  (chait).  Annual  sales  growth  has 
been  outpacing  inventories  for  most  of  1996,  and  the 
gap  has  been  widening.  As  a  result,  the  ratio  of  busi- 
ness inventories  to  sales  for  manufacturers,  whole- 
salers, and  retailers  in  October  stood  at  1.40,  very 
close  to  a  record  low.  And  that  was  before  the  holiday 
shopping  season  even  began. 

GIVE  CREDIT  TO  CONSUMER  SPENDING  and  home 

building  for  much  of  the  economy's  latest  glow.  Hous- 
ing's buoyancy  has  been  especially  sm-prising.  In  No- 
vember, new  starts  jumped  9.2%,  to  an  annual  rate  of 
1.51  million,  very  nearly  recouping  all  of  the  losses 
suffered  in  both  September  and  October.  Both  single- 
family  and  multi-family  building  increased,  with  most  of 
the  strength  shovdng  up  in  the  South  and  Midwest. 

The  drop-off  in  mortgage  rates  in  recent  months  is 
one  support,  along  with  strength  in  jobs  and  incomes. 
Builders  sounded  a  tad  more  upbeat  in  December.  The 
National  Association  of  Home  Builders'  housing  market 
index,  which  assesses  cuiTent  and  expected  demand 
as  well  as  traffic  through  model  homes,  rose  in  De- 
cember to  53  from  51  in  November.  It  was  the  fii-st  in- 
crease since  May.  A  reading  gi-eater  than  50  means  that 
market  conditions  are  improving. 

Meanwhile,  consumers  appear  to  be  making  the  sea- 
son merry  for  retailers.  The  weekly  BTM/Schroder's 
sales  survey  through  Dec.  14  says  that  retailers  are  us- 
ing phrases  ranging  fi-om  "soKd  but  not  gi-eat"  to  "ter- 
rific business  so  far"  to  describe  the  1996  season. 

To  be  sure,  the  government's  measui-e  of  retail  sales 
showed  that  receipts  fell  0.4%  in  November.  But  that 
drop  may  understate  the  sti-ength  of  bujing.  Since  the 
current  holiday  season  has  five  fewer  shopping  days, 
the  government's  seasonal  adjustment  may  have  over- 
ly depressed  the  results.  Also,  excluding  sales  at  auto 
dealers,  retail  receipts  rose  0.3%,  extending  the  gains 
racked  up  in  September  and  October  (chait). 

Moreover,  unit  sales  of  cars, 
which  go  into  the  calculation 
of  gross  domestic  product, 
have  held  up  well.  Including 
domestic  and  imported  mod- 
els, sales  stood  at  a  14.9  mil- 
lion annual  rate  in  November, 
slightly  higher  than  October's 
14.8  million  pace  and  about 
even  with  the  third-quarter 
average. 

Consumers  are  on  track  to 
lift  spending  at  an  annual  rate  of  about  1.5%  to  2%  in 
the  fourth  quarter.  That's  more  than  three  times 
faster  than  the  spending  gain  of  the  third  quarter. 
That  pickup  is  clearing  out  inventories  and  paving 
the  way  for  increased  factory  output.  So  as  1996  be- 
comes 1997,  prospects  for  better  gi-owth  wall  continue 
to  improve. 


WHERE  SPENDING 
IS  RISING  AGAIN 


RETAIL  SALES 
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The  horsepower  is  nothing  compared 
to  the  manpower  of  the  team. 


LIE  TALENT,  WORK  AND  AN  EXPERIENCED 
SUPPORTING  PARTNER. 


We  are  your  team  in  Brazil. 


•  Leadership  position  in  166  of  553  primary  and 
secondary  debt  and  equity  registered  offerings 
since  1992; 

•  Participation  in  most  global  equity  offerings  by 
Brazilian  issuers  since  1992; 

•  Joint-leader  in  over  one  third  of  all  export 
securitization  deals  by  Brazilian  issuers  to  date; 

•  Co-leader  or  co-manager  of  46  Eurobond 
issues  totaling  over  US$  4.4  billion  since  1992; 

•  Unique  M&A,  project  finance  and  priva- 
tization advisory  capabilities; 

•  Leading  research  team:  20  analysts  covering 
170  companies  in  20  sectors,  distributing  research 
to  250  institutional  investors  worldwide; 

•  Full  brokerage  services:  equity,  fixed  income 
and  derivatives; 


•  A  72-year  success  story  building  one  of  the 
largest  private  financial  institutions  in  Brazil  with 
leading  market  shares  in  wholesale/investment 
banking,  commercial  hanking,  insurance  and  asset 
management; 

•  "Bank  of  the  Year"  -  LatinFinance  1996. 
Contacts: 

Sao  Paulo  -  Julius  Haupt  Buchenrode  or 
Sergio  Zappa:  (5511)  867-1858  or  867-4845; 

New  York  -  Edson  Ferreira  da  Silva: 
(212)  207-9403; 
Miami  -  Marcos  Pereira:  (305)  372-0100, 
London  -  Marcelo  Felberg:  (44171)  638-2600, 
Luxembourg  -  Ricardo  Franco:  (352)  22-5152, 
Asuncion  -  Carlos  Casiro:  (59521)  448591. 


UNIBIKNCO 


Asian  Business 


SINGAPORE 


AN  ISLAND'S  STRUGGLE 

TO  KEEP  MAKING  SOMETHING' 

Singapore's  future  may  be  in  services,  but  it's  fighting  to  hold  a  manufacturing  base 


For  months,  the  governments  of 
Singapore  and  Malaysia  waged  a 
bidding  war  for  the  mind  and 
money  of  Lim  Huat  Seng.  As 
managing  director  of  Asian  operations 
for  Packai'd  Bell  nec  Inc.,  Lim  would 
play  a  key  role  in  deciding  where  the 
Saa-amento-based  pei-sonal-computer  gi- 
ant would  build  a  2,000-worker  assembly 
plant  in  Southeast  Asia.  On  Dec.  10, 
Packai'd  Bell  gave  the  nod  to  Penang, 
Malaysia.  The  Malaysians  offered  a 
sweet  deal,  including  leasing  the  land 
for  the  400,000  square-foot  complex  at  a 
mere  $5  per  squai-e  foot  over  60  years. 
Land  in  Singapore,  says  Lim,  would  be 
"40  to  50  times  more  expensive." 

Losing  the  bid  is  a  sign  of  the  chal- 
lenging new  times  in  Singapore.  After 
building  itself  into  one  of  Asia's  favorite 
manufacturing  and  engineering  hubs  for 
electronics  powers  ranging  from  Mo- 
torola and  Hewlett-Packard  to  Sony,  the 
meticulously  managed  island  state  is 
finding  it  harder  to  compete  with  lower- 
cost  neighbors  for  new  investment. 
Packard  Bell  was  just  one  loss.  The 
past  year  has  also  seen  rival  Malaysia 
snare  big-ticket  investments  by  Dell 


Computer  Corp.  and  disk-drive  maker 
Iomega  Corp.  Others,  such  as  IBM  and 
Taiwan's  Acer  Inc.,  have  opted  for  Thai- 
land and  the  Philippines. 

Singapore  isn't  thi'ovring  in  the  towel. 
It  is  pouring  billions  into  research-and- 
development  projects,  stepping  up  ef- 
forts to  boost  local  industry,  and  sweet- 
ening incentives  for  multinationals  to 
lure  Mgh-end  electronics  production.  The 
reason  is  that  electronics  remain  vital  to 
the  economy.  Such  products  as  semi- 
conductors, computers,  and  disk  drives 
account  for  70%  of  Singapore's  $60  bil- 
lion in  nonoil  exports.  Multinationals  ac- 
count for  the  vast  bulk  of  that  output. 
Even  though  a  global  electronics  slump 
slashed  Singapore's  export  growth  to 
4%  this  yeai-,  vs.  14%  in  1995  and  23% 
in  1994,  planners  are  counting  on  a 
strong  rebound  next  year  to  get  the 
economy  back  on  track. 
MIDDLE-AGED.  What's  more,  government 
officials  are  determined  to  prevent  rising 
costs  fi'om  decimating  theii"  manufac- 
turing base.  This  akeady  has  happened 
in  Tiger  economies  such  as  Hong  Kong, 
where  production  has  shifted  to  China. 
Also,  with  general  elections  coming 
within  three  months, 
the  government  of 
Prime  Minister  Goh 
Chok  Tong  doesn't 
want  to  see  middle- 
aged  workei"s,  wlio  may 
not  be  able  to  start 
new  careers,  lose  their 
jobs.  So  wliile  planners 
continue  to  proclaim 
that  Singapore's  future 
lies  in  knowledge  in- 
dustries such  as  finan- 
cial services  and  com- 
munications, they  are 
looking  to  manufactur- 
ing for  at  least  a  quar- 
ter of  gross  domestic 
product  and  employ- 
ment. "We  still  want  to 
make  something,"  says 
Ho  Meng  ICit,  manag- 
ing director  of  Singa- 


■?3 


pore's  Economic  Development  Board, 
the  agency  charged  witli  promoting  in- 
dustry. "We  don't  want  to  be  just  shuf- 
fling papei-s." 

To  stay  in  the  game,  Singapore  is 
stepping  up  its  industrial  subsidies.  In 
September,  the  government  announced 
it  will  jium]-)  ,$2.85  billion  over  the  next 
five  yeai's  into  science  and  technology' 
develoi)nient,  including  researcii  grants 
to  multinationals.  Tlie  efforts  are  i)aying 
off.  Singapore  recently  helped  fimd  a 
$51  million  K&D  facility  by  Sony's  preci- 
sion engineering  unit  to  develop  compo- 
nents foi"  infoi'mation  technology  indus- 
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tries.  Last  month,  Lucent  Technologies 
got  a  gi-ant  for  a  new  business  commu- 
nications R&D  center. 

Singapore's  lirst-rate  facilities  and 
supportive  bureaucracy  are  still  luring 
some  investments,  too.  Compaq  Com- 
puter Corp.  recently  finished  a  $100 
million  expansion  of  its  six-year-old  PC 
plant.  In  November,  3Com  Corp.  an- 
nounced a  $70  million  manufacturing, 
testing,  and  training  facility  for  com- 
puter networking  equipment.  Officials 
"look  for  ways  to  work  with  you,"  com- 
ments Randy  R.  Heffiier,  SCom's  vice- 
president  for  manufacturing. 

Singapore  ought  to  be  able  to  hold  its 
own  in  semiconductors,  where  it  has 


record  is  mixed.  Take  Goldtron  Ltd.  Af- 
ter starting  out  supplying  components  to 
disk-drive  makers  such  as  Seagate, 
Goldtron  diversified  into  its  own  line  of 
telecommunications  equipment.  It  has 
more  than  100  engineers  designing  in- 
expensive niche  products,  such  as 
pagers  featuring  Thai,  Cambodian,  Mon- 
golian, and  Chinese. 

But  the  telecom  business  has  been 
tough.  Profits  dropped  10%,  to  $16.5 
million,  in  1994  on  sales  of  $400  million. 
And  with  1995  results  expected  to  be  no 
better,  Goldtron  stock  is  languishing. 
Executive  Chairman  S.  K.  Ong,  who  also 
chairs  the  electronics  committee  of  the 
government's  Trade  Development  Board, 


carved  out  a  role  as  a  chip-assembly 
site  and  producer  of  silicon  wafers. 
Thanks  to  the  government's  deep  cof- 
fers, which  include  $75  billion  in  foreign 
reserves,  it  has  helped  fund  ventures 
with  the  likes  of  Texas  Instruments  Inc. 
and  Canon  Inc.  and  is  trying  to  lure  up 
to  20  more  wafer-fabrication  plants. 
HOME-GROWN.  Another  government 
strategy  is  to  try  to  build  up  more  local 
companies  and  ease  the  dependence  on 
multinationals,  which  could  bolt  to  es- 
cape rising  costs.  The  government  has 
several  progi-ams  to  assist  promising 
home-grown  companies.  But  so  far,  the 


believes  Singapore  "can  be  competitive" 
with  U.  S.  and  European  rivals  in  Asia 
but  that  its  companies  are  too  small  to 
spend  enough  on  r&d.  "It's  a  painful 
process,"  he  says. 

The  plight  of  Singapore's  computer- 
peripherals  makers  underscores  the 
problem.  Creative  Technology  Ltd.  and 
Aztech  Systems  Ltd.  have  ranked  as 
the  world's  biggest  makers  of  sound 
add-on  boards,  but  both  stumbled.  One 
reason:  Customers  who  used  to  buy 
from  Singapore,  such  as  big  Taiwanese 
PC  companies,  now  make  their  own 
multimedia  circuit  boards.  Among  local 


PC  makers,  IPC  Corp.  has  scaled  back 
plans  to  market  its  own  brand  after  big 
losses  in  the  U.S.  and  Australia.  "It's 
difficult  to  be  a  middle  player,"  says  3a- 
nardan  Menon,  a  Singapore-based  ana- 
lyst with  Dataquest  Inc. 

So  Singapore's  electronics  sector  re- 
mains dependent  on  multinationals.  And 
competition  from  Southeast  Asian  neigh- 
bors is  heating  up.  Penang  has  emerged 
as  the  hot  new  PC  hub.  Late  last  year, 
Dell  opened  a  huge  complex  that  serves 
as  an  Asia-wide  assembly,  marketing, 
and  service  base.  Because  half  of  its 
parts  suppliers  are  nearby,  says  Phil 
Kelly,  Dell's  Asia  president,  "I  easily 
save  a  day  by  being  in  Penang." 

AS  SINGAPORE  STALLS 
IN  ELECTRONICS... 

►  Slumping  global  demand  has 
slashed  the  value  of  its  electronics 
exports  this  year 

►  Prospects  for  its  local  high-tech 
companies  are  dimming  as  they 
are  outmaneuvered  in  overseas 
markets 

►  Its  high  wages  and  land  costs 
have  multinationals  looking  to 
Malaysia,  Thailand,  and  the 
Philippines  for  new  investment 

...irS  LOOKING 
FOR  WAYS  TO  RECOUP 

►  stepping  up  subsidies  for  joint 
research  projects  with  multi- 
nationals to  strengthen  its  role  as 
an  engineering  center 

►  Launching  various  programs  to 
assist  the  development  of  indige- 
nous electronics  companies 

►  Using  its  own  wealth  to  finance 
ventures  in  capital-intensive  sec- 
tors such  as  semiconductors 

DATA:  BUSINESSWEEK 

Some  analysts  think  the  government 
is  fighting  a  losing  battle.  "Wliy  does 
Singapore  need  to  manufacture  any- 
thing?" asks  Booz,  Allen  &  Hamilton 
consultant  Robert  C.  Moeller,  who 
thinks  there  is  plenty  of  potential  in 
sei-vices.  He  calls  Singapore's  policy  "a 
fundamental  mistake."  But  to  many  of- 
ficials, remaining  a  manufacturing  pow- 
er is  a  matter  of  sovereignty.  Tlie  ftitui-e 
may  be  in  sei-vices.  But  for  now,  ofBcials 
are  determined  to  keep  Singaporeans 
building  things. 

By  Bruce  Einlioni  in  Snigapore,  imth 
RobeH  D.  Hof  in  San  Francisco 
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Asian  Business 


JAPAN 


ONE  BIG  BANG 

FOR  INSURERS  IN  JAPAN 

Deregulation  could  mean  better  days-for  U.S.  companies 


I 


t's  one  trade  issue  the  U.S.  really 
pushed  hard.  As  the  long-running 
U.S.-Japan  insurance  talks  hit  a 
crescendo  earlier  this  month,  Tokyo 
diplomats  even  dubbed  acting  U.  S. 
Trade  Representative  Charlene  Barshef- 
sky  the  "dragon  lady."  The  last-minute 
resolution  unveiled  on  Dec.  15  may  have 
been  worth  the  effort.  Unlike  the  re- 
cent run  of  vague  bilateral  trade  pacts, 
Clinton's  team  might  justifiably  put  this 
one  in  the  win  column. 

After  months  of  stonewalling,  Japan- 
ese Finance  Minister  Hiroshi  Mitsuzuka 
stunned  Washington  trade  warriors  by 
agreeing  to  liberalize  the  pricing  of  auto 
and  commercial  fire  insurance  and 
streamline  new-product  approvals 
(table).  The  package  gives  such 
U.  S.  insurers  as  cigna  Corp 
and  American  International 
Group  Inc.  (aig)  a  shot  at 
a  bigger  shce  of  Japan's 
$340  billion  insurance 
market. 

It's  also  sure  to  trig- 
ger a  bruising  shakeout 
among  Japanese  Ufe  and 
property  insurers,  which 
have  relied  on  regulated 
premium  rates  and  cozy 
ties  to  the  Ministry  of 
Finance  to  mask  their 
bloated  cost  structures, 
weak  balance  sheets,  and 
dismal    investment  skills. 
Small  wonder  that  Japanese  ex- 
ecutives reacted  angrily.  "These 
negotiations  have  been  absurd,"  fumed 
Takeo  Inoguchi,  president  of 
Mitsui  Marine  &  Fire  Insur- 
ance Co. 

NEW  PRIORITIES.  Perhaps.  Yet 
in  some  respects,  so  are 
Japanese  insurance  premiums. 
Take  auto  insurance.  Premi- 
um prices  are  pretty  much 
set  by  industry-controlled 
"rating  associations."  That 
means  younger  drivers  with 
convertibles,  who  are  pre- 
sumably higher  insurance 
risks,  don't  pay  much  more 
than  those  with  established 
driving  records.  The  lack  of 
competition    explains  why 


auto  insurance  costs  25%  more  on  av- 
erage than  in  the  U.  S. 

The  MOF  never  had  much  incentive  to 
dismantle  Japan's  rigged  insurance  mar- 
ket. It  effectively  subsidized  insurers  by 
rubber-stamping  proposed  premium  in- 
creases. In  return,  it  could  "advise"  in- 
surers to  steer  their  vast  financial  as- 
sets into  Japanese  government  bonds  or 
other  sectors  of  the  economy  in  need  of 
capital. 

However,  priorities  changed  when 
Prime  Minister  Ryutaro  Hashimoto  re- 
cently staked  his  poHtical  future  on  his 
"Big  Bang"  package  to  overhaul  Japan's 
financial  markets  by  2001.  The  mof's  de- 
termination to  protect  insur- 


Changing  the  Insurance  Industry 


AUTOS 

CANCER 

Uniform  rates  will  be  replaced, 
starting  in  Septennber,  1997, 
by  variable  rates  reflecting 
such  risks  as  age,  driving 
record,  and  type  of  vehicle 

Lifting  the  ban  on  Japanese 
life  insurers  competing  in 
market  that's  dominated  by 
foreign  insurers  is  delayed 
until  2001 

FIRE 

NEW  PRODUCTS 

More  discounting  on  big 
policies  will  be  allowed,  with 
full  deregulation  by  1998 


Ministry  of  Finance  will  approve 
applications  for  new  insurance 
products  within  90  days 
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ers  "basically  collapsed  because  of  the 
Big  Bang,"  says  a  Washington  trade 
lawyer. 

Heavy  lobbying  by  U.  S.  insurers, 
though,  also  played  a  role.  With  little  in- 
centive to  take  on  entrenched  Japanese 
Ufe  insurers,  American  rivals  have  been 
relegated  to  niche  segments  such  as 
overseas  travel  and  cancer  insurance. 
They're  lucrative  markets,  but  only  3.5% 
of  the  game.  That  kind  of  market  share 
is  "minuscule  compared  to  any  other 
major  country,"  figures  aig  Chairman 
Maurice  R.  Greenberg. 

A  few  weeks  ago,  even  that  slim 
share  looked  dicey.  The  mof  had  wanted 
to  immediately  ease  rules  on  big  insur- 
ers moving  into  boutique  lines  such  as 
travel  insurance  as  part  of  any  deal. 
The  U.  S.  vowed  to  impose  sanctions, 
as  that  would  violate  a  1994  deal  to 
open  up  mainstream  segments  such  as 
auto  insurance  first.  "We  feared  they 
would  open  up  our  sector  to  everyone 
else  and  not  open  some  other  area  to 
us,"  says  Daniel  P.  Amos,  chief  execu- 
tive of  Columbus  (Ga.)-based  aflac  Inc., 
which  now  writes  90%  of  Japan's  cancer 
insurance. 

True  deregulation  wUl  mean 
a  crash  diet  for  Japan's  insur- 
ers. Insurance-agent  over- 
head in  Japan,  for  in- 
stance, eats  up  some  20% 
of  premium  costs,  vs.  10% 
in  the  U.  S.  What's  more, 
Japanese  insm-ei-s  are  far 
less  adept  at  calculating  in- 
surance iTsks  or  getting  de- 
cent investment  i-etums  on 
theii'  assets. 

With  the  Big  Bang 
echoing  loudly  in  finan- 
cial circles,  the  latest 
agi'eement  \vit\i  Wash- 
ington will  be  a  w^e-up 
call  for  Japaji's  kmibeiing 
insurei*s.  Faced  with  the 
prospect  of  battling  among 
tliemselves  and  witli  sa^'^y 
foreign  competitoi"s,  tlie  in- 
surers will  have  to  slim 
down  fast  to  survive  in 
a  newly  deregulated  mai"- 
ket.  Tlieir  success  will  re- 
veal more  than  whether  a 
rich  and  coddled  industiy 
can    adapt    to  sudden 
change.  It  will  also  be  an 
acid  test  for  Hasliimoto's 
ideas  on  refomiing  the  en- 
tu-e  economy. 

By  Brian  Bremner  in 
Tokyo  and  Amy  Borrus 
!?!  WasIii7igton,  ivilh 
Nicole  Hams  in  Aflania 
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WHILE  THOMSON  BLEEDS, 
DAEWOO  WAITS 

The  Korean  TV  maker  still  wants  a  deal,  but  time  is  short 


On  a  cold  early-December  riight  in 
Seoul,  Daewoo  Electronics  Chair- 
man Bae  Soon-Hun  finished  dinner 
and  flicked  on  the  TV.  He  could  relax: 
Prospects  for  his  company,  the  third- 
ranked  Korean  electronics  maker,  were 
bright.  Six  weeks  earlier,  the  French 
government  had  approved  Daewoo's  bid 
to  take  over  Thomson  Multimedia,  the 
consumer  electronics  arm  of  state-run 
defense  and  electronics  giant  Thomson. 
The  acquisition  would  give  Daewoo  the 
famed  rca  brand  and  make  Bae  head  of 
the  world's  biggest  TV  manufacturer. 
But  then  Bae's  secretary  called  with 
shocking  news:  French  media  were  re- 
porting the  deal  was  off.  "I  couldn't 
really  understand  why,"  Bae  told  busi- 
ness WEEK.  "I  presumed  it  was  only  a 
suspension,  not  a  revocation." 

Daewoo,  hungry  for  a  brand  name 
and  high  technology,  still  hopes  to  ac- 
quire the  French  company.  And  Paris, 
fearful  of  worsening  already  damaged 
relations  with  Seoul,  hasn't  precluded 
Daewoo  from  bidding  again.  A  rival  bid- 
der was  French  telecom-equipment  mak- 


er Alcatel.  But  as  details  emerge  of 
French  plans  to  recapitalize  and  re- 
structure TMM,  Daewoo  reckons  that 
chances  of  a  takeover — by  anyone — are 
receding. 

That  could  be  a  big  loss  for  France  as 
well  as  for  Daewoo,  tmm  is  bleeding  red 
ink,  much  more  than  the  government's 
$2  billion  rehabilitation  plan  can  stem.  If, 
as  many  expect,  the  process  drags  out 
until  after  parliamentary  elections  in 
spring,  1998,  "there  won't  be  a  tmm  left 
to  privatize,"  Bae  warns. 

Preoccupied  with  the  sale  of  Thom- 
son-csF,  the  defense  company  that  will 
be  split  off  from  Thomson  and  priva- 
tized first,  officials  seem  oblivious  to 
tmm's  rapid  descent.  With  its  main  TV 
and  VCR  businesses  losing  money,  and 
its  once  lucrative  decoders  for  satellite 
TV  facing  commodity-price  competition, 
analysts  expect  tmm  to  lose  more  than 
$572  million  in  1996. 

Plans  to  shut  down  eight  or  nine  fac- 
tories over  the  next  18  months — includ- 
ing tmm's  Indiana  tv  plant  employing 
1,400  and  a  Singapore  vcR  plant  with 


CHAIRMAN  BAE 

If  the  process 
drags  out,  he 
warns,  "there 
won't  be  a 
TMM  left  to 
privatize" 


3,100  workers — 
won't  be  enough 
to  resurrect  the 
bottom  line.  The 
biggest  money- 
losers  are  French 
factories  that  are 
not  on  the  chop- 
ping block.  "The 
company  needs  a 
lot  more  cash  than  the  French  govern- 
ment thinks,"  Bae  says,  tmm's  total  val- 
ue could  be  wiped  out  by  the  end  of 
1997,  he  warns. 

The  government's  Oct.  17  decision  to 
sell  tmm  to  Daewoo  had  been  haOed  as  a 
victory  for  market  logic  over  French  na- 
tionalism and  dirigisme.  But  French  me- 
dia fanned  fears  that  Daewoo  would 
plunder  tmm's  technology  and  mistreat 
its  workers.  On  Dec.  4,  the  decision  was 
reversed  by  an  independent  privatiza- 
tion commission  that  railed  against  trans- 
ferring to  foreign  hands  digital  tech- 
nologies developed  with  public  subsidies. 
It  noted  that  there  were  no  guarantees 
behind  Daewoo's  pledge  to  invest  $1  bil- 
lion in  France  and  create  5,000  jobs. 
TECH  TRICK.  The  argument  was  disin- 
genuous: AH  of  tmm's  key  technologies — 
in  digital  compression,  liquid-crystal  dis- 
plays, and  semiconductors — ^were  to  be 
held  in  50-50  joint  ventures  controlled 
by  Lagardfere  Group,  the  French  com- 
pany chosen  to  take  over  Thomson-CSF, 
tmm's  digital  technology  was  developed 
in  the  U.  S.,  not  in  France.  And  Daewoo 
was  never  asked  to  guarantee  its 
pledges  of  investments  and  jobs.  Since 
coming  to  France  in  1989,  Daewoo  Elec- 
tronics has  created  1,400  jobs. 

Seoul  is  threatening  to  retaliate. 
While  it's  too  late  to  halt  a  French  con- 
tract to  build  a  high-speed  Seoul-to- 
Pusan  railway,  the  Federation  of  Korean 
Industries  hinted  that  future  sales  of 
French  nuclear  plants  and  fighter  jets 
could  be  jeopardized. 

Without  tmm,  Daewoo's  ambitious  ex- 
pansion plans  will  be  hard  to  achieve. 
They  call  for  more  than  doubling  Dae- 
woo's sales,  to  $10  billion  in  2000,  up 
from  $4  billion  in  1995.  In  its  main  prod- 
ucts, the  goal  is  to  boost  output  by  50%, 
to  12  million  tv  sets  and  6.5  milHon 
vcRs  annually.  But  to  compete  in  the 
big  U.S.  and  Western  European  mai-- 
kets,  tmm's  famous  brands  hold  the  key. 

Before  Paris  spells  out  new  bidding 
procedures,  it  needs  time  for  the  public 
uproar  to  subside.  But  meantime,  Dae- 
woo is  strategically  stuck.  "They  can't 
really  make  plans,  yet  the  industi7  is 
changing  quite  rapidly,"  says  Rhee  Jae 
Ho,  an  analyst  at  S.  G.  Warburg  Securi- 
ties Ltd.  in  Seoul.  Unless  Paris  changes 
heart,  both  parties  can  only  lose. 

By  Steven  V.  Brull  in  Tokyo,  with 
Mia  Trinephi  in  Paiis 
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AEROSPACE 


ANGST 
AT  AIRBUS 

Boeing's  deal  is  a  wake-up  call 


Nothing  gets  a  company  moving  like 
a  good  scare.  On  Dec.  13,  the 
boai-d  membei-s  of  Em-ope's  jet  gi- 
ant Ail-bus  Industrie  left  the  ne- 
gotiating table  in  Ibulouse,  Fi-ance,  after 
failing  to  agi-ee  on  the  teiTns  of  a  badly 
needed  restructuring.  Two  days  later, 
Ail-bus'  U.  S.  rival,  Boeing  Co.,  suddenly 
announced  it  would  merge  with  McDon- 
nell Douglas  Coi-p.  Ail-bus  now  stands 
alone  in  the  market  against  a  Goliath 
with  $48  billion  in  sales.  The  deal  may  be 
just  the  catalyst  Airbus  needs  to  plunge 
ahead  with  the  necessai-y  makeover. 

With  35%  of  the  world  jet  market. 
Ail-bus  has  so  far  proved  a  spirited  chal- 
lenger to  Boeing.  But  to  face  up  to  the 
new  behemoth.  Airbus  must  change  it- 
self from  an  unwieldy,  foui'-partner  con- 
soi-tium  into  a  single,  for-profit  company. 
It  must  develop  planes  with  more  than 
400  seats  to  compete  with  Boeing's  747 
series  and  develop  a  next-generation 
superjumbo  that  can  carry  up  to  700 
passengers.  And  it  must  overhaul  its 
inefficient  manufacturing,  which  is 
geared  more  toward  making  sure  each 
partner  gets  its  share  of  jobs  than  it  is 
toward  making  money. 
SHOCKER.  Two  Airbus  partners,  British 
Aerospace  PLC  and  Germany's  Daimler- 
Benz  Aerospace  (dasa),  have  been  push- 
ing for  years  to  change  the  group's 
structure.  But  the  state-owned  French 
partner,  money-losing  Aerospatiale,  has 
resisted  the  notion  of  pooling  manufac- 
turing assets,  fearing  that  combining 
the  four  partners'  production  facilities 
will  trigger  massive  layoffs — a  political- 
ly explosive  topic  in  France,  where  un- 
employment tops  12%. 

Now,  the  threat  from  Boeing  could 
force  French  President  Jacques  Chirac 
to  act.  Industry  sources  close  to  the 
government  say  that  news  of  the  Boe- 
ing deal  went  through  Paris'  highest 
governmental  offices  like  an  electric 
shock.  "The  French  government  will 


take  the  lead  [in  re- 
structuring Airbus] 
during  the  first  weeks 
of  the  new  year,"  pre- 
dicts one  senior  aero- 
space executive. 

The  first  step  will  be 
reorganizing  Airbus 
into  a  private  corpora- 
tion that  can  raise 
money  in  capital  mar- 
kets. That  will  reqiui-e 
a  single  set  of  assets 
and  a  transpai-ent  bal- 
ance sheet.  European 
governments  are  no 
longer  willing  to  ante 
up  billions  of  dollars  to 
subsidize  Airbus'  de- 
velopment costs.  And 
to  keep  up  with  Boe- 
ing, Airbus  needs  to 
raise  $10  billion  to  fi- 
nance development  of 
its  next-generation  aii-- 
craft.  Even  Aii-bus 
Managing  Director 
Jean  Pierson,  the  dri- 
ving force  behind  Aii-- 
bus'  mai'keting  jugger- 
naut, is  urging  speedy 
restructiu-ing. 

In  March,  the  four 
partners,  including 

JET  FACTORY:  Airb2lS 
has  no  jumbos  to 
rival  Boeing's  7J,7s 


Spain's  Construcciones  AeronAuticas 
(CASA),  agi-eed  in  theory  to  create  a  sin- 
gle coi-jjorate  entity  by  the  end  of  1999. 
They  also  pledged  to  enlist  new  indus- 
trial and  financial  pai-tnei-s  to  help  shoul- 
der the  $10  billion  cost  of  a  new  550-  to 
660-seat  superjumbo  dubbed  the  A.sxx. 
Ultimately,  tlie  present  partnei-s  would 
own  shares  in  a  fully  privatized  Airbus 


Inc.  and  could  also  sell  new  shares  to 
outsiders.  But  they  failed  to  meet  a 
yearend  deadhne  for  a  binding  agi-ee- 
ment  on  the  restincturing. 

The  partners  are  feuding  over  the 
amount  of  production,  design,  and  engi- 
neering assets  to  be  pooled  in  a  new 
Airbus  Inc.  dasa,  with  37.9%  of  Airbus, 
and  British  Aerospace,  with  20%,  favor 
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What  Airbus  Must  Do 
To  Catch  Up 

►  Transform  itself  from  a  government-aided  consortium 
into  a  corporate  entity  with  a  profit-and-ioss  statement; 
necessary  step  before  privatization 

►  Find  investors  and  new  partners  to  help  fund  the 
$10  billion  development  of  the  next-generation  super- 
jumbo  jet 

►  Revamp  subcontracting  procedures  so  they  are  based 
on  competitive  bidding  rather  than  political  and  social 
considerations 

►  Pool  redundant  manufacturing  assets  and  rationalize 
production  to  bring  down  costs 

DATA:  BUSINESS  WEEK 


contributing  a  large 
portion  of  manufac- 
tming  assets  to  help 
boost  operating  effi- 
ciency. But  Aerospa- 
tiale, also  with  37.9%, 
doesn't  want  to  give 
up  the  guaranteed 
50%  of  its  production 
that  goes  to  Airbus — 
and  keeps  workers 
employed.  Pooling  as- 
sets will  mean  closing 
inefficient  plants  and 
slashing  overlapping 
administrative  ftinc- 
tions.  The  British  and 
the  Germans  have  al- 
ready done  some 
heavy  restructuring, 
but  Aerospatiale  and 
CASA  need  to  cut 
more  costs. 
BIG  DEAL.  In  some 
ways,  the  Boeing 
merger  will  help  the 
Airbus  partners.  Cus- 
tomers from  the  Chi- 
nese government  to 
America's  big  au-lines 
don't  want  to  see  a 
global  plane  monop- 
oly, so  they  are  likely 
to  throw  more  busi- 
ness Airbus'  way.  The 
deal  is  also  likely  to 
set  in  motion  a  chain 
reaction  of  long  overdue  defense  and 
aerospace  consolidation  in  Europe.  "The 
Boeing  deal  is  like  a  detonatoi-.  It  will  set 
a  lot  of  things  in  motion,"  says  Brussels- 
based  defense  analyst  Philippe  Grasset. 

Sure  enough,  on  Dec.  17,  French  In- 
dustry Minister  Franck  Borotra  an- 
nounced that  the  government  would 
accelerate  the  merger  between  Aero- 


spatiale and  French  defense  company 
Dassault  A\dation — a  deal  announced  last 
February  but  stalled  by  Dassault's  re- 
luctance. French  aerospace  executives 
surmise  that  President  Chirac  got  the 
external  pressure  he  needed  to  make 
the  unpopular  move.  Ultimately,  the  Boe- 
ing deal  could  also  force  British  Aero- 
space, DASA,  and  a  fused  Dassault 
Aerospatiale  to  combine  their  fighter  jet 
operations,  just  as  Airbus  partners  are 
likely  to  combine  their 
civil  aerospace  assets. 

Airbus  is  clearly  not 
in  crisis.  A  recent 
Lehman  Brothers  Inc. 
report  concluded  that 
Airbus  generated  $898 
million  in  operating 
profits  in  1995,  after 
two  decades  of  startup 
losses  totaling  $8  bil- 
lion. In  October,  uSAir 
Inc.  handed  it  the 
largest  civilian  order  in 
history — ^for  400  planes 
totaling  some  $18  bil- 
lion. And  in  November, 
Airbus  cut  a  ground- 
breaking deal  with 
Aviation  Industries  of 
China  and  Singapore 
Tech  to  develop  a  100- 
seat  regional  plane  in 
China.  "Airbus  offers  a 
very  competitive  prod- 
uct. It's  just  theii-  or- 
ganization that  needs 
help,"  says  Peter  S.  Ja- 
cobs, an  analyst  with 
Ragen  MacKenzie  in 
Seattle. 

But  Airbus  suffers 
a  big  competitive  dis- 
advantage against 
Boeing:  It  has  no  jum- 


PIERSON: 

Pushing  for  a 
speedy  change 
into  a  single 
company 


AIRBUS  UNDER 
PRESSURE 


BOEING 


•THROUGH  DEC.  9 


bo  jets  to  compete  with  Boeing's  747s,  a 
segment  that  now  represents  25%  of  to- 
tal ail-craft  sales.  The  mai-ket  for  jumbos 
and  superjumbos  cari-ying  400  or  more 
passengers  is  expected  to  rise  to  35%  of 
the  total  market  over  the  next  two 
decades.  Boeing  ah-eady  wields  its  mo- 
nopoly in  the  jumbo  market  to  its  ad- 
vantage by  making  it  tough  for  jumbo 
customers  to  resist  buying  smaller 
planes  from  Boeing  too.  Airbus  argues 
that  ai-tificially  high  prices  on  the  jumbos 
subsidize  cutthi-oat  prices  in  the  mod- 
els where  Boeing  competes  with  Air- 
bus, which  Boeing  vehemently  denies. 
NO  RUSH?  Airbus  had  aimed  to  leapfrog 
Boeing  by  producing  a  next-generation 
superjumbo  that  is  more  cost-efficient 
than  the  stretch  747  planes  Boeing  is 
retooling  for  the  superjumbo  market.  If 
Airbus  can't  raise  the  $10  billion  in  de- 
velopment funds,  it  could  stretch  its  340 
model  to  376  seats  to  compete  in  the 
lower  end  of  the  jumbo  market,  and  then 
enter  the  superjumbo  market  later,  ced- 
ing the  first  contracts 
to  Boeing.  "It's  strate- 
gically tenable  not  to 
compete  at  the  top 
range  for  now,"  says 
Chi-is  Aveiy,  aerospace 
analyst  at  Paribas 
Capital  Mai'kets  Group 
in  London.  Aerospa- 
tiale Chief  Executive 
Yves  Michot  insists 
that  there's  no  huiTy 
for  Au-bus  to  expand 
its  family  of  planes. 
"The  goal  of  Aii'bus  is 
to  make  money,  not  to 
make  planes,"  he  snife. 

Industry  experts 
say  Airbus  could  sur- 
vive as  a  niche  player, 
continuing  to  build  re- 
gional jets  and  mid- 
size planes  ranging 
from  100  seats  to  388. 
But  that  would  force 
the  Em-opeans  to  give 
up  their  goal  of  own- 
ing 50%  of  the  world 
airplane  market  by 
tlie  year  2000.  To  do 
that.  Airbus  needs  a 
corporate  structure 
befitting  a  streamlined 
global  player.  The 
news  from  Boeing 
could  be  just  what 
the  doctor  ordered. 

By  Gail  Edmond- 
son  in  Paris,  with 
Seanva  Browder  in 
Seattle 


McDonnell  airbus 

DOUGUS 

DAIA:  COMPANY  REPORTS 


BUSINESS  WEEK  /  DECEMBER  30,  1996  21 


European  Business 


How  Boeing  and 
McDonnell  cut 
the  biggest  deal 
in  aviation  history 

The  deal  may  have  been  three  years 
in  the  making,  but  it  was  sealed 
in  just  three  short  hours.  Ending 
the  longest-running  rivalry  in  the 
aerospace  business,  Boeing  ceo  Philip 
M.  Condit  met  McDonnell  Douglas  ceo 
Harry  C.  Stonecipher  in  a  Seattle  hotel 
room  on  the  morning  of  Dec.  10  and 
hashed  out  a  plan  that,  four  days  later, 
would  jell  as  the  largest  merger  in  avia- 
tion history.  The  $14  billion  stock  swap 
will  create  a  behemoth  with  $48  billion  in 
combined  1997  revenues  that  will  own 
65%  of  the  world  aircraft  mai-ket  and 
will  be  a  strong  No.  2  to  giant  Lockheed 
Martin  Corp.  in  defense. 


ririiitiiiiltfitiWi 

The  behind-the-scenes  tale  of  how  this 
merger  came  to  be  is  one  of  on-again, 
off-again  talks  that  suddenly  hit  Mach 
speed  after  McDonnell  Douglas  Corp. 
suffered  a  series  of  setbacks  (table).  Boe- 
ing Co.,  after  a  year  of  explosive  growth, 
including  a  record  number  of  new  air- 
craft orders  and  the  $3.1  billion  acquisi- 
tion of  Rockwell  International  Corp.'s 
defense  and  space  unit,  was  eager  to 
further  beef  up  its  defense  business,  in 
part  to  counteract  the  notorious  boom- 
and-bust  cycles  of  commercial  aviation. 
When  his  chance  came  to  gi-ab  strug- 
gling McDonnell,  Condit  quickly  gained 
the  upper  hand:  He  will  i*emain  cliaii-man 
and  CEO  of  the  merged  companies,  to  be 
called  Boeing  Co.,  while  Stoneciphei-  will 
become  president  and  coo. 

How  did  the  two  fierce  competitors 
end  up  in  an  amicable  union?  They  took 
their  first  steps  toward  this  merger 
three  years  ago,  when  John  F.  McDon- 
nell, then-CEO  of  McDonnell  Douglas, 
held  secret  discussions  with  Boeing's 
then-CEO,  Frank  A.  Shrontz.  The  meet- 
ings were  inconclusive,  but  when 


Stonecipher  came  on  board  as  CEO  in 
September,  1994,  John  McDonnell 
briefed  him  on  the  talks.  Stonecipher 
met  with  Shrontz  and  Condit,  then  pres- 
ident of  Boeing,  in  December,  1994,  but 
again,  there  was  no  progress.  Condit 
and  Stonecipher  say  they  continued  to 
"touch  base"  about  the  idea.  About  a 
yeaa-  ago,  they  almost  strack  a  deal. 
OVERDRIVE.  Wliat  killed  the  merger 
then,  according  to  a  banker  close  to  the 
talks,  were  disagi-eements  ranging  from 
price  to  the  company's  name.  But  most 
of  all,  Boeing  itself  wasn't  nearly  as 
strong  as  it  is  now.  A  year  later,  its 
stock  is  up  36%  and  Pacific  Crest  Secu- 
rities estimates  that  its  order  backlog 
has  gi-own  28.5%,  to  $84.3  billion.  Mc- 
Donnell Douglas,  meanwhile,  has  suf- 
fered stinging  blows.  On  Oct.  25,  it 
abandoned  attempts  to  develop  a  next- 
generation  widebody  airplane  code- 
named  MD-xx.  On  Nov.  16,  it  lost  out  to 
Boeing  and  Lockheed  Martin  in  the 
competition  to  build  the  Joint  Strike 
Fighter  mihtai-y  jet,  a  contract  poten- 
tially worth  as  much  as  $750  billion. 
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Edging  Toward  Merger 

OCT.  25,  1996  McDonnell  Douglas  says  it  will  abandon 
efforts  to  create  a  next-generation  widebody  plane. 

NOV.  16,  1996  McDonnell  Douglas  is  eliminated  from 
competition  for  the  military  Joint  Strike  Fighter. 

NOV.  21,  1996  American  Airlines  chooses  Boeing  over 
McDonnell,  ordering  103  Boeing  planes  worth  $6.6  bil- 
lion and  taking  options  for  527  others. 

DEC.  3, 1996  Boeing  and  McDonnell  Douglas  agree 
to  collaborate  on  the  design  of  new,  extended  747 
airplanes. 

DEC.  6, 1996  Boeing  CEO  Philip  Condit  meets  with  CS 
First  Boston  investment  bankers  to  "run  the  numbers" 
on  a  McDonnell  acquisition. 

DEC.  10,  1996  Condit  and  McDonnell  Douglas  CEO 
Harry  Stonecipher  agree  on  the  deal. 

DEC.  15, 1996  The  merger  is  announced. 


SHIFT  CHANGE 
AT  MCDONNELL: 

200,000  workers 
to  merge 


And  five  days  later, 
longtime  customer 
American  Airlines 
Inc.  said  it  would 
switch  to  an  all-Boe- 
ing fleet — ordering  103  planes. 

The  time  looked  right  for  Boeing  to 
approach  McDonnell.  On  Dec.  3,  the 
companies  announced  a  plan  for  Mc- 
Donnell to  lend  engineers  to  over- 
whelmed Boeing.  But  it  took  the  pend- 
ing sale  of  General  Motors  Corp.'s 
Hughes  Electronics  Corp.  unit  to  put 
Condit  into  overdrive.  The  first  indica- 
tion that  a  new  Boeing-McDonnell  deal 
was  in  the  works  came  on  Friday,  Dec. 
6,  at  the  Seattle  launch  of  Boeing's  next- 
generation  737  airplane.  At  2  p.m.,  when 
Condit  was  slated  to  address  some  200 
journalists,  he  was  inexplicably  absent. 
As  it  turns  out,  he  was  meeting  with  cs 
First  Boston  investment  bankers  to  run 
the  numbers  on  a  McDonnell  buyout. 

His  motivation:  McDonnell  Douglas 
was  rumored  that  morning  to  be  the 
leading  candidate  to  buy  Hughes.  Boeing 
knew  if  that  happened,  it  could  price 


McDonnell  out  of  Boeing's  reach  and  kiU 
a  merger.  "We  decided  that  was  the  time 
to  take  action,"  Condit  says.  At  Boeing's 
board  meeting  on  Monday,  Dec.  9,  Condit 
asked  for  and  got  authorization  to  pursue 
McDonnell.  That  afternoon,  he  called 
Stonecipher,  and  the  two  agreed  to  meet 
the  next  morning  in  Seattle. 

Stonecipher  had  also  had  a  meeting 
wdth  his  board  on  Monday,  mainly  to  dis- 
cuss the  potential  Hughes  deal  and  other 
possible  bids.  Stonecipher  hadn't  spoken 
with  Condit,  but  he  sensed  Boeing  might 
be  poised  to  move  and  asked  the  board 
to  consider  under  what  terms  it  would 
approve  a  Boeing  buyout.  So,  when  Con- 
dit called,  he  was  ready. 

The  CEOS  met  at  8  a.m.  at  the  Four 
Seasons  hotel  in  downtown  Seattle  in  a 
dark-paneled  room  called,  appropriately, 
the  Boeing  suite.  They  talked  casually 
for  a  few  minutes,  Condit  in  khakis  and 
V-neck  sweater  and  Stonecipher  in  a 
suit.  Stonecipher  had  in  his  pocket  a  4- 
by-6  slip  of  notepaper  listing  the  seven 
terms  laid  down  by  his  board.  After  less 
than  an  hour  of  discussion,  Stonecipher 


TWO  AIMIGOS:  Can  Stonecipher  (left) 
play  second  fiddle  to  Condit? 

recalls,  "I  pulled  the  piece  of  paper  out, 
and  we  marched  through  it  and  said, 
We  have  the  basis  for  a  deal.' "  The  CEOs 
spent  two  more  hours  talking  out  de- 
tails and  a  schedule.  Stonecipher  says 
he  intends  to  frame  the  slip  of  paper. 

Having  agreed  on  a  price,  a  name, 
and  a  basic  management  structure,  the 
CEOs  turned  loose  small  groups  of  exec- 
utives, lawyers,  and  investment  bankers 
to  hammer  out  the  details.  On  Friday 
night,  teams  were  dispatched  to  Wash- 
ington to  quietly  set  up  the  press  con- 
ference. On  Saturday,  the  boards  of  both 
companies  convened  in  simultaneous 
emergency  meetings  to  O.K  the  deal. 
The  news  was  so  closely  guarded  that 
when  Stonecipher  called  his  83-year-old 
father  that  night  in  Tennessee,  he  would 
tell  him  only  to  tune  in  his  tv  the  next 
morning  for  big  news. 
BIG  JOB.  Lightning  fast  as  the  deal  was 
at  the  end,  there  is  tough  work  ahead. 
The  companies  have  largely  comple- 
mentary product  lines,  especially  in  de- 
fense and  space  operations,  but  merging 
their  cultures  and  200,000  employees 
win  be  tricky.  The  companies  don't  an- 
ticipate significant  layoffs,  though  they 
do  aim  to  shave  $1  billion  in  annual  ex- 
penses through  streamlined  operations. 
McDonnell  Douglas  was  itself  the  re- 
sult of  a  1967  merger  between  a  de- 
fense contractor  and  a  commercial  avia- 
tion pioneer  and  never  fully  erased 
bitter  divisions  between  its  two  halves. 

The  deal  seems  likely  to  pass  muster 
with  Chnton  Administration  antitrust 
watchdogs,  though  Boeing  may  have  to 
spin  off  a  few  businesses,  such  as  space- 
launch  vehicles.  But  meshing  manage- 
ment styles  could  prove  more  vexing. 
McDonnell  is  known  for  top-down  man- 
agement, whereas  Boeing  "has  more 
progi'essive  management"  that  involves 
workers  in  decisions,  says  Bill  Johnson, 
president  of  the  macliinists  union  local  in 
Seattle.  Some  also  question  how  Stoneci- 
pher will  fare  as  second  fiddle.  He  and 
Condit  have  been  friends  for  20  yeai-s 
and  get  along  well,  but  "I  don't  tliink 
Harry's  used  to  working  for  anybody," 
says  Gordon  M.  Bethune,  ceo  of  Conti- 
nental Airlines  Inc. 

Still,  Wall  Sreet  loves  the  merger,  and 
both  companies'  share  prices  jumped  on 
news  of  the  deal.  For  now,  Condit's  big- 
gest challenge  may  be  to  keep  his  com- 
pany from  getting  giddy  with  success. 

By  Andy  Reinhardt  in  San  Fran- 
cisco, with  Seanna  Browder  in  Seat- 
tle, Ron  Stodcjhill  II  in  Chicago,  and 
bureau  reports 
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IF  ANYONE  CAN  GIVE  VOLVO 
A  RACY  IMAGE,  HE  CAN 

Ex-racing  champ  Tom  Walkinshaw  is  a  hot  new-car  developer 


Visitors  to  the  January  auto  show  in 
Detroit  will  get  a  look  at  a  sporty 
convei-tible  bearing  the  Volvo  name- 
plate.  It  is  part  of  the  Swedish  compa- 
ny's new  high-priced  C70  line,  which 
also  includes  a  coupe.  Despite  the  im- 
portance of  these  cars  to  Volvo's  plans 
to  charge  up  its  stodgy  image,  it  called 
upon  an  outsider  to  do  much  of  the  de- 
velopment work. 

The  keys  to  the  C70  belong  to  50- 
year-old  Tom  Walkinshaw.  Like  Roger 
S.  Penske  in  the  U.  S.,  the  hard-charg- 
ing Scotsman  is  a  former  race  cai*  driver 
turned  entrepreneur.  Walkinshaw  is  cui- 


rently  big  in  Formula  One  racing,  and 
his  major  business  venture  is  an  auto 
design  and  manufacturing  company,  twe 
Group  Ltd.  In  its  biggest  deal  to  date, 
TWR  is  assembling  the  C70s  in  a  joint 
venture  with  Volvo  in  Sweden.  The 
coupe  vidll  be  in  showrooms  in  the  U.  S., 
Japan,  and  Sweden  this  spring,  "twr 
started  as  one  of  the  many  small  engi- 
neering finns  in  Britain,"  says  D.  Gai'el 
Rhys,  head  of  the  Center  for  Automo- 
tive Industry  Reseai-ch  at  Cai'diff  Busi- 
ness School.  "They  have  managed  to 
shoulder  themselves  onto  center  stage." 
This  is  heady  stuff  for  a  farm  boy 


WALKINSHAW:  "It's  all  about  winning, 
whether  it's  motor  racing  or  business" 

who  got  the  racing  bug  tinkering  with 
tractors.  Walkinshaw  raced  for  17 
years,  most  successfully  in  modified  pro- 
duction cars,  wanning  the  British  and 
European  Touring  Car  Championships. 
Since  he  stopped  driving  in  1986,  twr, 
originally  a  company  that  souped  up 
road  cars  for  racing,  has  expanded  fast. 
Walkinshaw  owns  51%  of  twr,  and 
Italy's  Benetton  family  owns  the  rest. 
JAZZED  UP.  Walkinshaw's  big  break 
came  through  Jaguar  Cars  Ltd.,  whose 
racing  progi'am  he  ran  for  10  years, 
winning  such  prestigious  races  as  the 
24  Hours  of  Le  Mans.  That  relation- 
ship blossomed  into  a  joint  ventm-e  to 
produce  hot  cars,  topped  by  the  sleek 
Jaguar  XJ220,  priced  at  $600,000  when 
introduced  in  1992.  His  next  coup  was 
a  turnaround  car  for  troubled  Aston 
Martin  LaGonda  Ltd.  Walkinshaw  de- 
signed the  elegant  DB7,  which  came 
out  in  late  1994  and  sells  for  $136,000 
in  Britain.  "The  DB7  program  was 
completely  successful,"  says  Walter 
Hayes,  the  former  chairman  who 
brought  in  Walkinshaw.  "That  partner- 
ship effectively  saved  Aston  Mai-tin." 
The  DB7  is  now  the  companj^'s  fastest- 
selling  cai'  ever. 

About  the  same  time,  Volvo  looked 
to  Walkinshaw  for  help  in  jaz2ang  up  its 
image.  It  signed  him  on  to  stai-t  its 
car  racing  progi'am  in  Britain.  WaUdn- 
shaw  souped  up  the  engine  and  chassis 
of  the  Volvo  850  sedan  and  station 
wagon  for  racing,  and  Volvo  considers 
the  progi'am  a  big  success.  The  compa- 
ny has  even  incoi-porated  some  of  his 
improvements  in  a  new  production  ver- 
sion known  as  the  850  R.  Going  a  step 
further,  Volvo  asked  Walkinshaw  to 
help  design  a  racier  car  to  attract 
younger  buyers. 

The  result  is  the  C70,  wliich  is  based 
on  the  Volvo  850  platform.  Tlie  car  will 
be  built  by  AutoNova,  a  joint  ventui-e  in 
wliich  TWR  holds  a  51%  stake.  The  ven- 
ture plans  to  turn  out  20,000  cars  a 
vear  bv  1998  at  Volvo's  fonnerlv  idle 


Tom  Walkinshaw's  Fast  Track 
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ROADMASTER 

Racing  driver  for  17 
years;  has  run  racing 
programs  for  Jaguar, 
Volvo,  and  Benetton. 
Owns  the  Arrows  For- 
nriula  One  team  led  by 
champion  Damon  Hill. 


ENTREPRENEUR 

Holds  51%  of  the 
$400  million  TWR 
Group  as  well  as 
51%  of  AutoNova,  a 
joint  venture  with 
Volvo  to  build  the 
sporty  070. 

DATA:  BUSINESSWEEK 


CAR  DESIGNER 

Creations  include  top- 
selling  Aston  Martin 
DB7  coupe,  the 
$600,000  special 
edition  Jaguar  XJ220, 
and  Volvo's  new  070 
coupe  and  convertible. 


VOLVO  C70:  Hitting  the  road  this  spring 
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plant  in  Uddevalla,  Sweden.  Production 
of  the  coupe  will  begin  early  next  year 
and  the  cabriolet  in  late  1997.  Produc- 
tion could  rise  to  40,000,  which  would 
put  TVVR  on  a  par  with  Jaguar  and 
Poi-sche.  "Volvo  is  entrasting  a  fail'  por- 
tion of  theii-  image  to  Walkinshaw  and 
this  joint  ventiu-e,"  says  John  Lawson, 
auto  analyst  for  Salomon  Brothers  Inc. 
in  London. 

WALNUT  VENEER.  Assembling  C70s  is  a 
big  jiunp  fi-om  twr's  previous  output  of 
some  7,000  cai-s  a  yeai',  mostly  thi-ough 
a  joint  ventm*e  with  General  Motors 
Coi-p.  in  Austraba.  It  helps  that  Auto- 
Nova,  which  has  so  fai-  cost  the  partnei-s 
about  $50  million,  relies  heavily  on  em- 
ployees brought  over  fi-om  Volvo. 

But  the  big  test  of  the  C70  is  still  to 
come — will  it  sell?  The  coupe,  shown  at 
the  Palis  auto  show  in  October,  pleased 
the  motoiing  press.  Volvo  has  not  an- 
nounced the  sticker  price,  but  analysts 
expect  the  coupe,  with  its  leather  seats 
and  walnut  veneer,  to  cost  about  $40,000 
in  the  U.  S.  "There  is  a  lot  of  competi- 
tion out  there  for  sporty  image  cars 
with  similar  price  tags,"  says  Lawson. 

Walkinshaw  recently  moved  TWR  to  a 
$25  million,  14-hectare  headquarters  in 
the  Cotswold  Hills  in  Leafield,  Oxford- 
shire, where  he  has  room  to  expand  the 
company's  engineering  and  manufactur- 
ing facilities.  That's  where  he  will  as- 
semble Formula  One  cars  for  his  newly 
acquired  Arrows  racing  team.  He 
bought  a  51%  stake  and  has  already 
brought  in  world  champion  driver  Da- 
mon HUl  in  a  bid  to  make  the  team  a 
winner.  Walkinshaw  also  owns  a  con- 
trolling interest  in  Ixion  Motor  Group 
Ltd.,  a  British  network  of  19  car 
dealerships,  including  Jaguar,,  Volvo, 
Mazda,  and  Skoda.  His  companies  post- 
ed total  profits  of  $7.4  million  last  year, 
and  he  says  the  Swedish  venture  will 
double  his  annual  sales,  to  $825  million. 

In  racing  and  bu.siness,  Walkinshaw  is 
known  as  a  tough  competitor.  Still,  as- 
sociates say,  he  takes  a  cautious  ap- 
proach in  business.  "He  always  makes 
sure  that  the  gi-ound  is  secure  before  he 
puts  his  full  weight  down,"  says  Rhys. 
For  this  reason,  Walkinshaw  has  no  de- 
sire to  build  a  car  bearing  his  own 
name:  "I  much  prefer  modest  profits 
with  the  risk  being  someone  else's." 

To  Walkinshaw,  who  is  married  with 
two  sons  and  lives  on  a  farm  about  16 
kilometers  from  the  new  twr  headquar- 
ters, doing  business  deals  is  like  racing. 
"It's  an  enormous  buzz,"  he  says.  When 
it  comes  down  to  it,  only  one  thing  mat- 
ters: "It's  all  about  winning,  whether  it's 
motor  racing  or  business;  you  have  to 
deliver."  So  far,  Walkinshaw  is  looking 
like  a  champion  all  over  again. 

By  Heidi  Daiule.y 
in  Leafield.  Em/land 


COMMENTARY 


By  Karen  Lowry  Miller 

SIEMENS:  WHY  THERE'S  STILL 
NO  PAYOFF 


Time  may  be  running  out  for 
Heinrich  von  Pierer.  Four  years 
ago,  the  affable  finance  man  took 
the  helm  of  Germany's  Siemens, 
promising  to  shake  up  its  bureau- 
cratic ways.  First,  he  tried  charging 
up  its  top  echelons.  But  instead  of 
energizing  Siemens,  middle-level 
managers  dug  in  their  heels.  Then, 
von  Pierer  plunged  deeper  with  an 
attempt  to  create  a  more  entrepre- 
neurial culture  at  all  levels.  But 
Siemens  is  still  stuck,  and  von  Pier- 
er will  have  to  take  more  decisive 
steps  to  whip  it  into  shape. 


VON  PIERER:  Two  shake-ups  haven't  worked 


Reflecting  the  problems  plaguing 
Corporate  Gei-many,  Siemens  is  still 
struggling  with  high  labor  costs  at 
home  and  intense  competition  abroad. 
Although  profits  jumped  20%  in  the 
year  that  ended  in  September,  to 
$1.63  billion  on  $62.8  billion  in  sales, 
von  Pierer  in  November  warned  that 
profits  will  go  flat  in  1997.  That  sent 
investors  running  for  the  exits.  The 
share  price  plunged  9%  in  one  day 
and  has  languished  ever  since. 

When  von  Pierer  took  over  the 
company,  he  likened  his  task  to  that 
of  General  Electric  Co.'s  John  F. 
Welch.  Now,  it's  apparent  that  if  he 
ever  hopes  to  fix  Siemens,  he  will 
have  to  read  his  mentor's  playbook 
more  carefully.  Like  r.E,  Siemen.s  is  a 
conglomerate  making  evei^thing 
from  lightbulbs  to  computer  chips  to 
power  plants.  Von  Piei-er's  fii'st  stabs 
at  reform  were  on  target.  He  hi'oke 
sprawling  operations  into  250  profit 
centers  within  16  business  units.  He 


slashed  two  layers  of  management, 
cut  the  German  payroll  by  neaiiy 
20%,  and  introduced  meint-based  pay 
and  perfomance  reviews  of  man- 
agers. He  also  started  posting  profits 
by  operating  unit  and  set  a  midtei-m 
goal  of  15%  return  on  equity. 

But  von  Pierer  just  isn't  moving 
fast  enough.  He  did  boost  productivi- 
ty last  year,  but  cost  cutting  has 
barely  kept  up  with  plunging  prices 
in  key  businesses  such  as  chips  and 
medical  equipment.  Siemens  still  has 
two-thirds  of  its  capacity  in  high-cost 
Germany.  While  du-ect  comparisons 
are  difficult,  ge  is  posting 
an  operating  return  on 
sales  of  13.9%,  including 
its  giant  financial  busi- 
ness, compai-ed  with 
Siemens'  pretax  return  on 
sales  of  3.5%. 

So,  boiTowing  from 
Welch,  von  Pierer  must 
force  managers  to  meet 
rigorous  financial  goals. 
He  should  also  demand 
that  Siemens'  businesses 
rank  among  the  top  three 
globally  in  their  indus- 
tries. Underachievers 
should  be  spun  off.  Candi- 
dates include  the  indus- 
trial and  building  systems 
unit,  which  diifted  into  loss  in  1996, 
and  the  transportation  and  power 
transmission  and  distribution  units. 
Despite  appointing  younger,  more 
dynamic  managers  to  tum  around 
the  medical  equipment  and  computer 
units,  both  are  still  limping  along. 
ITCHY  INVESTORS.  Von  Pierer  seems 
attached  to  the  idea  that  Siemens' 
size  is  important.  "Nobody  tells  Jack 
Welch  that  ge  is  too  big,"  he  ginpes. 
"Just  wait  one  more  year"  for 
Siemens  to  catch  up,  he  adds.  But 
global  investors  ai-e  looking  at  the 
bottom  line.  "It's  still  a  slow-moving 
giant,"  frets  Heinz  Stoffen,  analyst 
with  Kleinwoi-t  Benson  Reseai'ch  in 
Frankfiu-t.  "Time  is  innning  out." 

Von  Pierer  must  jjick  up  the  i)ace 
if  he  wants  a  shot  at  boosting  profits, 
winning  back  investors,  and  several 
more  years  at  the  helm. 

Corrpsjnmdrni  Lowrji  Miller 
covers  German  corporate  strategies. 
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OUR  NEW 
COLOURS  OF 
COMMITMENT 


Saudi  Arabian  Airlines  now  circles  the  globe  in 
colours  that  reflect  our  national  pride  and  pro- 
gressive spirit.  We've  changed  our  appearance 
to  better  reflect  our  commitnfient  to  providing  you 
with  award-winning  cuisine,  comfort  and  record 
punctuality.  The  natural  colours  of  Arabia  proudly 
symbolise  our  commitment  to  technological 
excellence  and  the  distinctive  service  of  a  truly 
international  airline. 


PROUD  TO  SERVE  YOU 


Saudi  Arabian  Airlines 
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International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


WHY  WASHINGTON  IS  COURTING 
CHINA'S  GENERALS 


Forging  a  new  strategic  relationship  with  China  is  a  key 
foreign  pohcy  priority  for  President  Clinton's  second 
teim.  Even  before  the  new  Cabinet  is  sworn  in,  the  Ad- 
ministi-ation  has  taken  another  cracial  step  down  what's  like- 
ly to  be  a  long  and  tortuous  road.  The  two-week  visit  to  the 
tf.  S.  of  Chinese  Defense  Minister  Chi  Haotian  that  ended  on 
Dec.  19  was  the  first  by  a  top  military  official  since  the 
Tiananmen  Square  massacre  in  1989. 

Washington's  new  tactic  is  to  involve  the  politically  pow- 
ei-ful  Chinese  military  in  a  wide  range  of  coniidence-building 
activities.  The  tiick  for  the  U.  S.  is  to  engage  the  Chinese 
generals  early,  before  China  becomes  the 
superpower  it  aspires  to  be.  "Will  they  be 
a  threat?"  says  one  Western  miUtaiy  an- 
alyst. "Yes.  But  we  can  influence  their 
intentions."  Chi,  chief  of  the  army  gener- 
al staff  during  Tiananmen,  was  escorted 
around  U.S.  installations  from  Norfolk, 
Va.,  to  Honolulu  to  show  how  transparent 
the  U.S.  military  is.  The  hope  is  that 
the  torn*  will  engender  reciprocal  behavior 
from  secretive  China. 
BLIND  ALLEY?  Chi's  visit  has  paved  the  CHINESE  marines: 
way  for  regular  high-level  exchanges. 
He  invited  Chairman  of  the  Joint  Chiefs  of  Staff  John  M. 
Shalikashvili  to  go  to  Beijing  next  year.  The  U.S.  and 
China  are  discussing  several  naval  agreements.  One  aims 
at  avoiding  accidental  naval  clashes — a  move  needed  as 
China  develops  a  blue-water  navy.  Another  might  bring 
Chinese  naval  vessels  on  visits  to  U.  S.  West  Coast  bases  for 
the  fii-st  time. 

But  critics  contend  that  the  Administration's  approach 
could  lead  up  a  blind  alley.  "We  probably  give  too  much,  are 
too  ardent  in  our  pursuit,  without  a  clear  idea  of  what  we 
want,"  says  an  Asian  security  expert  in  Washington.  "Dialogue 
is  fine,  but  for  what  purpose?"  The  minimum  return  for  the 
U.  S.,  in  this  view,  should  be  a  clear  understanding  of  China's 


long-term  strategic  goals,  as  well  as  definite  results  on  issues 
from  North  Korea  to  nonproMferation  in  the  Middle  East. 

For  now,  mutual  suspicion  abounds.  China  is  angered  by 
U.S.  arms  sales  to  Taiwan.  It  also  is  deeply  upset  over 
the  U.  S.-Japan  secm-ity  arrangement  signed  last  April.  Bei- 
jing feels  the  agreement  encom-ages  its  historical  enemy, 
Japan,  to  play  a  larger  mihtary  role  in  the  region,  with 
the  aim  of  containing  China.  For  its  part,  the  U.  S.  wants 
China  to  stop  arms  sales  to  pariah  regimes  in  Iran  and 
Syria  and  halt  nuclear  technology  sales  to  Pakistan.  And  it 
is  carefully  monitoring  the  Chinese  militaiy  buildup  as  Bei- 
jing "acquires  high-tech  weapons  at  low 
prices"  from  the  Russians,  says  a  West- 
ern diplomat  in  Beijing. 
BALLOONING  BUDGET.  China's  ability  to 
project  military  power  is  still  limited. 
But  already,  it  has  the  world's  largest 
army  and  the  third-largest  nuclear  ar- 
senal. Chinese  officials  predict  the  coun- 
try will  become  a  regional  power  by  2012 
and  a  world  power  by  2049.  Its  air  force 
started  upgrading  with  the  1992  pur- 
A  military  buildup  chase  of  a  squadron  of  24  SU-27  jet 

  fighters  from  Russia.  Other  deals  could 

follow  as  early  as  late  December,  when  Premier  Li  Peng  vis- 
its Moscow.  Meanwhile,  China's  military  budget,  estimated  at 
more  than  $24  billion  a  year,  is  set  to  grow  at  a  fast  10%  to 
12%  annual  rate. 

That  means  Washington  must  broaden  its  engagement 
with  China.  The  U.  S.  needs  urgently  to  push  for  top-level  po- 
litical dialogue  to  deal  with  the  region's  problems.  Tliat  should 
start  when  Vice-President  Al  Gore  visits  Beijing  in  the  spi-ing 
and  Chinese  President  Jiang  Zemin  comes  to  Washington  in 
the  fall.  By  then,  the  Clinton  Administration  must  have 
drawn  up  a  coherent  road  map  for  its  relations  with  China. 

By  Joyce  Bamathan  in  Beijing,  with  Mark  L.  Clifford  in 
Hong  Kong  and  Amy  Boirus  in  Washington 


GLOBAL  WRAPUP 


RUSSIAN  BUDGET  WOES 

►  President  Boris  Yeltsin  may  be 
recovering,  but  Russia's  finances  look 
a  lot  sicker.  Yeltsin's  team  is  making 
contradictory  promises  in  order  to 
nurse  its  '97  budget  through  the  Com- 
munist-dominated Duma.  While  ear- 
marking $12  billion  for  overdue  wages 
and  pensions  and  adding  $6.3  billion 
in  new  handouts  to  ailing  industries 
and  regional  governments,  they  claim 
to  limit  the  deficit  to  3.5%  of  gdp. 

Squaring  the  fiscal  circle  requires 
tax  receipts  to  soar  by  one-third,  to 


16%  of  GDP.  Even  if  Yeltsin  continues 
a  crackdown  on  deadbeats,  analysts 
doubt  he  will  get  the  needed  revenues. 
So  the  mountain  of  overdue  payments 
may  grow  rather  than  shrink. 

AUSTRIA'S  COALITION  TOHERS 

►  Renewed  efforts  to  privatize 
Creditanstalt-Bankverein,  Austria's 
second-largest  bank,  are  threatening 
to  bring  down  the  country's  year-old 
coalition  government.  A  $1.5  billion 
bid  from  its  rival,  Bank  Austria,  is 
favored  by  Prime  Minister  Franz 
Vranitzky's  Social  Democrats,  with 


whom  Bank  Austria  has  links.  But 
that  has  angered  leaders  of  the  con- 
servative People's  Party,  the  junior 
coahtion  partner,  which  has  political 
and  business  ties  with  Creditanstalt. 

Both  parties  want  to  keep  Credit- 
anstalt in  Austrian  hands  and  oppose 
the  bid  by  a  consortium  led  by  Italian 
insurer  EA-Generali.  Now,  local  retailing 
entrepreneur  Kari  Wlaschek  is  joining 
the  fray  with  a  bid.  But  he's  such  an 
outsider  that  the  govemment's  best 
shot  at  staying  in  office  may  be  to 
avoid  a  decision  on  Creditanstalt,  wliich 
has  been  on  the  block  sijice  1990. 
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COMPUTERS 


DIGITAL'S  STRUGGLE 
TO  SAVE  ITS  ALPHA  CHIP 

Big  price  cuts  may  keep  it  from  being  pushed  to  the  margins 


Price  cuts  ai-e  as  reg- 
ulai-  as  cloclwork  in 
computer  chips.  But 
few  in  the  industi-y  can 
i-ecall  a  di'op  as  steep  as 
the  one  announced  by 
Digital  Equipment  Coip. 
on  Dec.  11,  when  the 
company  slashed  prices 
on  its  powerful  Alpha 
microprocessors  by  as 
much  as  50%.  Alpha 
chips  with  twice  the 
speed  of  Intel  Corp.'s 
best-seUing  Pentium  Pro 
now  carry  almost  no 
premium  over  their  ri- 
val, akin  to  pricing  a 
Porsche  on  par  with  a 
Toyota. 

It's  a  dramatic  ges- 
tui-e — some  say  a  des- 
perate one.  Digital  has  been  trying  for 
years  to  persuade  the  big  names  in  the 
business  to  build  desktop  computers  and 
high-end  sei-vers  around  Alpha,  counting 
on  the  chip's  big  performance  advan- 
tage. But  that  approach  has  failed  to 
make  Alpha  more  than  an  asterisk  on 
industry  mai'ket-share  chaits.  Now,  Dig- 
ital is  using  price  to  try  for  a  much- 
needed  boost  in  volume:  A  300  Mhz  Al- 
pha chip,  for  example,  now  costs  $395, 
compared  with  $695  previously. 
RELENTlfSS.  Digital  can  afford  the  gam- 
ble: Revenues  from  the  sale  of  Alpha 
chips  have  been  negligible.  Building  mo- 
mentum for  Alpha  is  crucial  if  Digital  is 
to  regain  its  role  as  a  major  force  in 
computers.  Without  a  big  uptick  in  Al- 
pha shipments,  "Digital  would  still  sur- 
vive, but  they  would  be  relegated  to 
the  status  of  a  marginal  player,"  says 
Brown  Brothers  Han-iman  &  Co.  ana- 
lyst William  J.  Milton  Jr. 

Digital  has  long  pinned  its  hopes  on 
Alpha.  ChauTnan  Robert  B.  Palmer  has 
been  working  relentlessly  for  fom-  years 
to  link  the  Alpha  chip  to  Microsoft 
Coi-p.'s  Windows  NT  operating  system, 
which  is  supposed  to  sweep  tlu-ou'gh  the 
corporate  world  in  the  next  few  years. 
Palmer  aimed  to  have  Alpha  chips  in- 
side one  out  of  five  computers  running 


NT  by  now.  But  the  ratio  is  closer  to  one 
in  20 — almost  all  of  them  Digital's  own 
Alpha  computers. 

The  Alpha  price  cuts  have  rekindled 
the  debate  over  whether  Digital  is  a 
pathfinder  or  simply  lost.  Samsung  Elec- 
tronics Co.  is  voting  pathfinder.  The  Ko- 
rean conglomerate  has  begun  to  make 
Alpha  chips  in  small  batches,  and  ana- 
lysts think  it  may  use  its  ownership 
stake  in  PC-maker  AST  Research  Inc.  to 
begin  marketing  an  Alpha  PC  sometime 
next  year.  Mitsubishi  Electric  Corp.  is 
also  working  with  Digital  on  an  Alpha 
PC  chip  design,  the  fii'st  fruit  of  an  al- 

CHIPPING  AWAY 

1995  SHIPMENTS  OF  MICROPROCESSORS 


INTEL X86 

65,503,000 

IBM/MOTOROU  POWER  PC 
■ 

3.371,000 

MOTOROU  68000 
1 

SUN  MICROSYSTEMS  SPARC 

1,113.000 

715,000 

SILICON  GRAPHICS  MIPS 
1 

498,000 

HEWLEn-PACKARD  PA-RISC 
1 

225.000 

OEC  ALPHA 

1 

165,000 

DATA;  DATAQUEST 

liance  fomied  tliree  years  ago,  and  Dig- 
ital says  it  has  signed  up  20  lesser- 
known  companies  to  build  PCs  and  low- 
cost  workstations  using  Alpha  chips. 

In  some  ways,  Digital's  new  price 
strategy  couldn't  be  better  timed.  In 
mid-December,  IBM  and  Motorola  Inc.  cut 
back  their  support  for  the  PowerPC  chip, 
a  rival  microprocessor  that  has  failed  to 
live  up  to  its  perfoimance  promises.  That 
leaves  Alpha  as  the  main  alternative  to 
Intel's  chips.  But  major  PC  makers  have 
strong  incentives  to 
stick  with  Intel.  By 
linking  several  of  its 
Pentium  chips,  com- 
puter makei-s  expect 
to  deliver  perfor- 
mance close  enough 
to  Alpha's  next  yeai' 
and  still  get  Intel's 
price  advantages. 
That  advantage  has 
nan-owed  since  Digi- 
.     ,      ,  tal  dropped  Alpha's 

Alpha  the  price,  but  PC  makers 
still  have  huge  in- 
vestments in  the 
design  tools  and 
knowhow  tied  to  the 
Pentium  world.  That 
naiTows  Digital's  op- 
portunity to  win  Al- 
pha conveits. 
Indeed,  volume  is  the  name  of  the 
game  in  the  chip  industiy,  and  the  vol- 
ume is  fiowing  relentlessly  to  Intel.  Case 
in  point:  Compaq  Computer  Coi-p.  and 
Dell  Computer  Coi-p.  ai-e  both  pushing 
into  the  profitable  market  for  work- 
stations, the  poweiful  desktop  comput- 
ers used  by  engineers,  scientists,  and 
graphic  designers.  Alpha  is  the  undis- 
puted speed  champion  at  rendering 
gi-aphics  on  computer  screens  because  of 
its  ability  to  process  data  in  64-bit  gulps 
rather  than  the  Pentium  standai-d  of  32 
bits.  But  Compaq  and  Dell  both  opted 
to  go  with  the  Pentium  Pro. 

Digital  faces  the  same  obstacles  in  its 
computer-systems  business.  Tlie  company 
is  expected  to  sell  around  $3  billion 
worth  of  Alpha-based  computei"s  in  its 
fiscal  yeai"  ending  Jime  30,  vs.  $2.3  billion 
last  yeai-.  But  those  sales  slowed  dra- 
matically last  quaiter,  the  fault,  the  com- 
pany says,  of  disniptions  caused  by  sales 
force  reorganizations.  In  the  current 
quai-ter.  Alpha  sales  are  gi-owing  about 
11%,  luialysts  say,  dowi  fi"om  the  30%  to 
40%  gi'owth  rates  earlier  in  the  year. 
Still,  Digital  has  yet  to  pass  along  the 
chip-price  reductions  to  customei-s  of  its 
Alpha  computers.  Getting  in  the  holiday 
spirit  might  help  dec's  Alpha  prospects. 

By  Paul  C.  Judge  in  Boston 


SPEED  DEMON 

DEC  has 
made 

la  the 
champ  at 
PC  graphics, 
but  that 
hasn't  meant 
volume  sales 
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COMIVIENTARY 

By  Amy  Barrett 

TV  RATiHGS:  HOW  POLITICS  UNDERMINED  PARENTS 


For  politicians  in  search  of  a  sure 
fire  campaign  issue,  cm-bing  vio- 
lence on  television  is  hard  to  re- 
sist. That's  why  the  so-called 
"v-chip"  provision  sailed  thi'ough 
Congi-ess  with  strong  bipai'tisan 
backing  as  part  of  the  Telecommiini- 
cations  Act  of  1996.  The  law  forces 
television  manufac- 
tiu'ers  to  include  a 
chip  in  new  tvs  as 
early  as  1998  that 
gives  parents  the 
ability  to  block  out 
progi-ams  they  iind 
too  sexually  explicit 
or  violent. 

Sounds  great.  Un- 
fortunately, mothers 
and  fathers  might 
have  been  a  lot  bet- 
ter off  if  Congress 
and  the  Clinton  Ad- 
ministration had 
stuck  to  grandstand- 
ing— and  stayed  out 
of  legislating  the  is- 
sue. The  new  law 
preempted  a  market- 
driven  effort  that 
would  have  given 
parents  a  much  more 
detailed  ratings  sys- 
tem. Instead,  broad- 
casters and  producers 
have  now  taken  con- 
trol of  how  programs  are  judged. 
And  that  will  Mkely  lead  to  a  system 
so  vague  as  to  be  largely  ineffective. 
BAD  FIT.  Clearly,  broadcasters  are 
determined  to  create  a  methodology 
that  will  give  most  programming  an 
acceptable  rating.  So  rather  than  de- 
signing a  system  that  would  explicit- 
ly describe  how  much  violence  or 
sexual  content  a  show  contains,  the 
industry  is  proposing  standards  simi- 
lar to  those  used  for  movies.  Pro- 
grams would  be  rated  as  being  ap- 
propriate for  certain  age  groups, 
classifying  them  as  suitable  for  all 
kids,  older  children,  adults  only,  etc. 
Critics  expect  many  programs  to  get 
an  innocuous  PG. 

Children's  advocates  warn  that 
age-based  ratings  don't  make  sense. 
Joanne  Cantor,  a  professor  at  the 
University  of  Wisconsin  at  Madison 


who  has  studied  violence  on  televi- 
sion, says  parents  overwhelmingly 
prefer  systems  that  describe  pro- 
gram content.  Home  Box  Office  Inc. 
has  used  such  a  scheme  since  1985, 
disclosing  how  much  violence,  sexual 
content,  or  adult  language  a  program 
contains. 


CONTENT,  NOT  AGE 


A  study  found  that 
young  viewers  wanted  to  see  movies  rated 
PG-13  but  not  those  that  warn  of  violence 


Cantor  also  says  a  recent  study 
found  that  movie-style  ratings  sys- 
tems may  actually  entice  kids  to 
watch  some  inappropriate  programs. 
Young  viewers  were  more  interested 
in  watching  movies  that  were  rated 
PG-13  but  weren't  similarly  attracted 
to  a  program  carrying  a  warning 
about  violent  content. 

Back  in  the  early  1990s,  the  Elec- 
tronic Industries  Assn.  was  moving 
toward  adopting  a  standard  for  chip 
technology  that  could  recognize  10 
different  categories  of  sex,  violence, 
and  adult  language  and  then  give 
parents  the  ability  to  filter  out  of- 
fending programs.  Initially,  of  course, 
broadcasters  and  distributoi-s  would 
have  resisted  encoding  their  pro- 
gramming with  ratings.  But  if  con- 
sumers began  buying  sets  with  the 
chip  built  in,  pressure  on  broadcast- 


ers to  adopt  the  system  would  have 
mounted.  "I  think  the  marketplace 
would  have  forced  them  to  do  it," 
says  Gaiy  Shapiro,  president  of  the 
Consumer  Electronics  Manufactui'ers 
Assn. 

LONG  WAIT.  Now,  we'll  never  know. 
With  the  new  law,  television  manu- 
facturers can't  incor- 
porate a  v-chip  until 
broadcasters  test  and 
finalize  their  pro- 
posed ratings  system 
and  the  Federal 
Communications 
Commission  approves 
a  technology  stan- 
dard for  the  v-chip. 
The  chip  must  be 
able  to  decipher  a 
program's  rating  and 
allow  parents  to  pro- 
gram it  to  block  any 
shows  they  don't 
want  their  children 
to  see.  And  while 
some  on  Capitol  Hill 
are  critical  of  what's 
hkely  to  result,  Pres- 
ident Clinton's  tenta- 
tive support  for  the 
industry-proposed, 
age-based  system 
means  it's  a  virtual 
reality. 

That  leaves  parent 
groups  that  are  unhappy  with  the 
proposal  with  few  options  other  than 
providing  some  limited  say  on  how 
ratings  ai-e  assigned.  And  with  a  con- 
gi'essionally  mandated  deadline  of 
Febi-uai-y,  1997,  to  develop  a  ratings 
system,  it's  unlikely  that  there  will  be 
time  for  them  to  gain  much  influence. 

Except  at  home,  of  course.  Par- 
ents will  have  to  be  as  vigilant  as 
ever  about  monitoring  what  their 
children  watch.  No  system  can  re- 
place parental  guidance.  And  this  one 
won't  even  try  to  rate  "sports"  and 
"news,"  which  both  contain  many  ex- 
amples of  disturbing  violence.  By 
legislating  too  quickly,  lawmakers 
have  ci-ii)i3led  what  might  have  been 
a  powei'ful  pai-ental  tool. 

Barrett  covers  telecommunications 
policy  from  Washington. 
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COMMENTARY 

By  Ronald  Grover 

A  REPORTER  CONFESSES:  HOW  I  GOT  SPUN  BY  MIKE  OVITZ 


Confessions  never  come  easily. 
For  much  of  my  nine  years  cov- 
ering Hollywood,  I  was  spun  by 
Michael  Ovitz.  Like  countless  other 
reporters  in  this  cloistered  world,  I 
routinely  described  the  talent  agent 
in  my  stories  as  "the  most  powerful 
man  in  Hollywood."  Now,  the  agent 
who  helped  pilot  the  careers  of  such 
icons  as  Steven  Spielberg,  Sean 
Connery,  and  Robert  DeNiro 
has  exited  his  job  as  presi- 
dent of  Walt  Disney  Co.  after 
14  turbulent  and  largely 
improductive  months.  Ovitz' 
fall,  which  one  industry  exec- 
utive describes  as  "from  the 
highest  heights  that  I  can 
remember  in  Hollywood,"  hit 
me  hard.  Did  I  help  build 
this  mountain  of  sand  from 
which  Ovitz  fell? 

Sure  I  did.  Michael  Ovitz 
was  arguably  the  best  agent 
Hollywood  ever  produced.  He 
didn't  invent  "packaging,"  but 
he  perfected  it.  His  Creative 
Artists  Agency  Inc.  skillfully 
put  together  the  stars,  direc- 
tor, and  writer  for  a  film,  and 
then  shopped  them  as  a  unit 
to  the  highest  bidder.  They 
packaged  Jurassic  Park, 
Rain  Man,  and  hundreds  of 
others,  while  collecting  hefty 
fees  for  then-  efforts. 

UNDONE  DEALS.  Ovitz,  who 

idolized  agent-turned-mogul  Lew 
Wasserman,  was  never  content  to 
simply  collect  his  10%.  His  game 
plan:  to  take  control  of  a  major  en- 
tertainment company,  be  it  Time 
Warner,  Sony,  or  mca.  My  mistake, 
like  that  of  many  colleagues, 
was  beUeving  that  he  was  able 
to  do  it. 

Sure,  there  were  signs  that  Ovitz 
was  less  businessman  than  sales- 
man. CAA  made  bad  investments  in 
an  L.  A.  bank  and  in  QSound,  a  tiny 
sound  technology  company  that  soon 
faded  from  sight.  Though  he  showed 
promise  as  an  investment  banker, 
most  of  the  deals  he  orchestrated, 
notably  the  1990  Matsushita  Electric 
purchase  of  mca,  came  undone. 

So  what  made  me  fall  for  the  guy 
in  the  first  place?  Much  of  it  had  to 


do  vidth  his  quiet,  almost  mystical 
presence  and  the  feeUng  that  he  was 
somehow  omnipresent  all  over  tovra. 
"I  was  seduced  by  him,"  former  mca 
President  Sid  Sheinberg  told  Vanity 
Fair,  and  I  guess  I  was,  too.  To  the 
press,  Ovitz  insisted  that  he  wanted 
to  stay  in  the  background.  But  his 
pubhcity  machine  made  it  appear 
that  he  was  in  the  middle  of  every 


deal.  Whether  megamergers  or 
mogul  tantrums  dominated  the  news, 
Ovitz  would  be  quick  to  the  phones 
to  offer  his  take.  "I'm  only  tiying  to 
give  you  some  help  in  understanding 
what's  going  on,"  he  would  say  with 
the  conspiratorial  whisper  of  a  man 
always  in  on  the  action. 

I  can't  deny  that  Ovitz'  image- 
maldng  had  its  effect.  Wlien  I  was 
working  on  a  cover  story  on  him  for 
BUSINESS  WEEK  in  1993,  we  would 
meet  clandestinely  in  restaui-ants 
cleared  of  other  patrons.  In  one  in- 
terview, we  sat  alone,  cross-legged 
on  the  floor  of  the  private  room  of  a 
Japanese  restaurant.  He  invited  the 
press  to  UCLA  fund-raisers,  where  he 
had  arranged  for  clients  IDte  Bette 
Midler  to  entertain.  He  could  also 
put  stai's  on  the  phone.  For  my  cov- 


er aiticle,  I  only  got  Bill  Murray's 
answering  machine,  but  David  Let> 
terman  and  Robert  Redford  called 
me  back.  And  no  one  could  stroke  an 
ego  better  than  Ovitz.  He  asked 
often  about  my  daughter,  Elizabeth. 
When  he  learned  I  was  studying 
karate,  the  black  belt  sent  over  a 
book  on  aikido. 

Ovitz'  great  strength  was  in  see- 
ing the  future — and  figuring 
his  place  in  it.  But  it  takes  a 
strong  manager  to  keep  a 
team  together  and  make  the 
vision  a  reality.  At  caa, 
where  everyone  owed  him 
their  salaries,  he  could  do  it. 
But  it  was  his  gi'eat  undoing 
at  Disney.  He  came  to  love 
the  spotlight  and  the  deal, 
but  he  couldn't  rally  the 
team  ai-ound  him.  By  most 
accounts,  he  wasn't  wUUng  to 
make  the  effort  to  learn  the 
$21  billion  giant's  vai-ious 
businesses.  He  wanted  to 
make  his  mark  quickly  by 
starting  a  footb^  team,  buy- 
ing the  troubled  emi  Music 

JUST  DUCKY... THEN 

Ovitz  is  feted  by 
Eisner  and  Disneyites 
at  a  Mighty  Ducks 
game  a  year  ago 

record  label,  or  luring  stars  and  top 
execs  from  other  companies. 

Disney  Chau-man  Michael  Eisner 
has  to  shoulder  part  of  the  blame.  He 
could  have  given  Qvitz  more  support 
with  Disney's  entrenched  division 
leaders.  But  a  good  executive  has  to 
learn  how  to  fit  into  a  coi-porate  cul- 
tui'e,  and  Ovitz  never  seemed  to  tiy. 

It's  little  consolation  that  I  saw  Ins 
failm-e  and  wi-ote  about  it  in  May.  I 
Icnow  I'll  be  back  when  0\atz  retm-ns 
to  the  spotUght — and  he  will  be  back. 
But  I  won't  be  calling  him  the  King 
of  Hollywood  again — even  \\ith  the 
somewhat  wimpy  "onetime"  prefix 
attached.  One  confession  is  enough 
for  me. 

Gh-over,  Los  Angeles  bureau  chief, 
has  authored  a  hook  on  Disney. 
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Investing  in  the  New  Economy 


Introduction 


Underlying  the  U.S.  1996  equities 
boom  is  a  New  Economy  that  may 
be  just  beginning  to  flex  its  muscle. 
Here's  help  in  plotting  a  strategy 
to  take  advantage  of  it  32 


1996'sBest 
and  Worst 


The  Framework 

Economists  are  largely  sanguine; 
Hong  Kong's  Greenspan  worry; 
the  Euro  vs.  the  Eurobull;  U.S. 
investors  vs.  Congress;  analysts  still 
say  stocks  will  rein  in  their  nm  36 


Strategies  for  Stocks 

High-tech  rewards,  financial  services, 
good  media  deals,  the  quickening 
M&A  tempo,  international  plays, 
hedges,  short  selling,  pros'  picks. 
Inside  Wall  Street  54 

The  Investment 
Spectrum 

It'll  be  another  volatile  year,  but 
global  demand  is  fueling  the  com- 
modities market;  art  collectors  are 
paying  top  dollar  again,  and  auction 
houses  are  humming  74 


What  did  most  of  the  year's  biggest 
winners  and  losei"s  have  in 
common?  Technology,  the  stock 
market's  double-edged  sword  78 

The  Investment 
Scoreboard 

U.S.  coq)orate  earnings  are  expected 
to  remain  strong  in  1997,  but  which 
companies  will  really  excel?  Here's 
how  900  of  them  compai-e  83 
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The  Triumph 

Of  the  New  Economy 

A  powerful  payoff  from  globalization  and  the  Info  Revolution 


It  was  a  good  yeai-  to  be  an  op- 
timist. In  1996,  defying  the 
warnings  ft"om  skeptics,  in- 
vestors big  and  small  shoveled 
money  into  the  U.S.  stock  mar- 
ket, which  hit  record  after 
record.  Over  the  past  year,  despite  the 
recent  correction,  the  Standard  & 
Poor's  500-stock  index  has  returned 
20%,  plumping  up  many  a  brokerage 
account  and  retirement  portfoho.  Since 
the  beginning  of  1995,  the  mai-ket  has 
gained  an  astounding  65%. 

Is  the  market  crazy?  Hardly.  Un- 
derlying the  equity  boom  is  the  emer- 
gence of  a  New  Economy,  built  on  the 
foundation  of  global  markets  and  the 
Information  Revolution.  Starting  in 
the  early  1980s  and  accelerating  in  the 
past  few  years,  the  U.  S.  economy  has 
been  undergoing  a  fundamental  re- 
stmcturing.  Exports  and  imports,  once 
relatively  insigiiificant,  now  amount  to 
26%  of  gross  domestic  product.  Busi- 
ness investment  in  computers  and 
communications  hardware  has  soared 
by  24%  over  the  past  year  alone,  ac- 
counting for  almost  one-third  of  eco- 
nomic growth.  From  the  Internet  to 
direct-broadcast  television,  new  com- 
panies are  springing  up  almost 
overnight  to  take  advantage  of  cut- 
ting-edge technologies. 
GREEN  LIGHTS.  The  stock  market's  rise 
is  an  accui-ate  reflection  of  the  growing 
strength  of  the  New  Economy.  Pro- 
ductivity growth,  although  understated 
by  official  statistics,  is  rising  as  com- 
panies learn  to  use-information  tech- 
nology to  cut  costs,  a  necessity  for  com- 
peting in  global  markets.  Inflation,  as 
measured  by  the  gross  domestic  prod- 
uct price  index,  is  at  2.1%;— its  lowest 
level  in  30  years— and  falling  (chart, 
page  .34).  Interest  rates  are  low,  and 
corporate  profits,  adjusted  for  inflation, 
have  soared  by  50%  since  1991. 

For  investors  pondering  1997,  the 


current  shift  to  the  New  Economy  will 
create  opportunities  to  profit  in  the 
coming  year.  The  stock  market,  pro- 
pelled by  low  interest  rates  and  rising 
corporate  profits,  could  show  a  solid 
rise  in  1997  (page  48).  Technology 
stocks,  from  giants  such  as  IBM  to  small 
networking  and  software  companies, 
are  positioned  to  benefit  from  the  next 
stage  of  the  Information  Revolution 
(page  54).  Financial- 
service  companies, 
which  already  saw 
good  stock  gains  last 
year,  could  rise  even 
more  if  inflation  stays 
low  (page  56).  Compa- 
nies with  strong  posi- 
tions in  Asia  and  Eu- 
rope wall  be  winners  if 
those  economies  take 
off  in  1997,  as  many 
expect  (page  62). 
Meanwhile,  continued 
low  inflation  will  likely 
make  bonds  more  at- 
tractive to  investors. 

Tt-ue,  the  New  Econ- 
omy has  not  aboUshed 
the  business  cycle.  The 
market  could  surely  be 
knocked  for  a  loop  in 
the  unlikely  event  of  a 
recession  in  1997,  or  if 
inflation  unexpectedly 
sui'ges,  forcing  the  Fed- 
eral Resei-ve  to  raise  interest  rates.  In- 
deed, Fed  Chairman  Alan  Greenspan 
seemed  to  suggest,  in  a  Dec.  5  speecli, 
that  he  was  won-ied  that  the  stock  mar- 
ket had  risen  too  high. 

But  despite  these  risks,  the  New 
Economy  is  fundamentally  favorable 
for  investors.  T-ake  globalization,  for 
example.  Access  to  foreign  markets  is 
providing  U.  S.  companies  with  a  new 
source  of  profits.  Exports  have  risen 
by  14%  since  1994,  three  times  as  fast 


as  the  overall  economy.  Moreover,  the 
export  statistics  do  not  include  more 
than  $1.5  trillion  in  production  and  sales 
by  foreign  affiliates  of  U.S.  multina- 
tional companies. 

NO  BOTTLENECKS.  At  the  same  time, 
the  growth  of  the  global  economy  also 
lessens  the  danger  of  inflation,  one  of 
the  biggest  threats  to  investors  in  the 
1970s  and  1980s.  It  used  to  be  the  case 
that  prices  would  start 
to  rise  whenever  U.  S. 
businesses  started  run- 
ning near  fuU  their  ca- 
pacity— ^but  this  is  no 
longer  so.  Now,  with 
semiconductors  coming 
from  Malaysia  and  Ire- 
land, toys  coming  from 
China,  and  software 
coming  from  India,  it's 
much  less  likely  that 
bottlenecks  will  devel- 
op. Indeed,  over  the 
past  yeai',  the  price  of 
nonoil  imports  into  the 
U.S.  has  dropped  by 
1.6%,  led  by  a  3.6%  de- 
cline in  the  price  of 
Japanese  imports.  And 
worldwide  capacity  is 
continuing  to  expand: 
According  to  projec- 
tions made  by  dri/ 
McGraw-Hill,  global 
spending  on  productive 
assets  such  as  computei-s,  machinery, 
and  buildings  \\ill  rise  at  a  rate  of  4.0% 
annually  over  the  next  few  years,  com- 
pared with  a  2.8%  growth  rate  for 
consumption. 

The  other  comei-stone  of  the  New 
Economy  is  information  technology. 
Businesses  now  spend  $212  bilUon  per 
year  on  computer  and  communications 
hardware,  in  addition  to  tens  of  bil- 
lions on  softwai-e  and  systems  develop- 
ment. In  contrast,  the  spending  on  in- 


WHAT'S  GOING  ON? 


Underlying  the 
equities  boom  is 
a  fundamental 
restructuring  of  the 
U.S.  economy.  And 
the  gains  are  solid: 
Productivity  is  rising, 
exports  are  growing, 
and  inflation  is  at  a 
low  ebb.  But  the 
New  Economy  has 
not  abolished 
the  business  cycle. 
Unforeseen  events 
could  still  knock  the 
market  for  a  loop 
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dustrial  machinery  is  less  than  $130 
billion. 

The  benefits  of  such  expenditures 
show  up  in  the  form  of  higher  pro- 
ductivity and  increased  corporate  prof- 
its. Tiiie,  official  government  statis- 
tics don't  show  much  of  a  productivity 
gain  in  the  1990s.  But 
a  recent  report  by  two 
Federal  Reserve  econ- 
omists suggests  that 
the  government's  fig- 
ures understate  true 
productivity  gi-owth  by 
at  least  a  half  a  per- 
centage point  a  year. 
"The  productivity  sta- 
tistics border  on  the 
unbelievable,"  says  Al- 
len Sinai,  chief  global 
economist  at  Primark 
Decision  Economics 
Inc.  "Everywhere  I 
look,  the  measm-ements 
seem  suspect." 

But  even  the  gov- 
ernment data  ai-e  show- 
ing signs  of  productivi- 
ty improvements.  For 
example,  productivity 
at  nonflnancial  coi-pora- 
tions,  which  account  for 
the  gi-eat  majority  of 
businesses  hsted  on  the 
nation's  stock  ex- 
changes, has  increased 
at  a  2.5%  rate  during 
the  past  yeai'.  By  com- 
parison, the  growth  in 
productivity  at  these 
companies  averaged 
only  0.2%  in  1988  and 
1989,  at  the  end  of  the 
previous  recovery. 

The  impact  of  high- 
er productivity  on  stock 
values  can  be  astound- 
ing. Adding  one  per- 
centage point  to  long- 
iTin  productivity  growth 
can  sharply  raise  the 
stream  of  future  earn- 
ings. That  could  poten- 
tially boost  stock  prices 
by  some  20%,  accounting  for  much  of 
the  rise  in  recent  years. 
DANGERS.  Moreover,  with  inflation  dor- 
mant, there's  a  good  chance  that  inter- 
est rates  will  stay  in  line  or  even  de- 
cline, helping  boost  stock  prices  even 
more.  Interest  rates  for  high-gi-ade  cor- 
porate bonds,  for  examiDle,  are  aver- 
aging 7.4%  in  1996,  down  Crnm  1994 
nand  1995.  According  to  Macroeconom- 
ic  Advisoi-s,  a  forecasting  lirm  based 


in  St  Louis,  the  interest  rate  on  30- 
year  Ti-easury  bonds  will  average 
6.49%,  compared  with  6.68%  in  1996. 
Rates  could  go  down  even  further  if 
Wasliington  manages  to  pass  a  balanced 
budget  in  the  coming  year  (page  46). 
Wliat  could  go  wrong?  Some  econo- 
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mists  worry  that  the  New  Economy 
is  still  vulnerable  to  inflation,  espe- 
cially if  Japan  and  Europe  pull  out 
of  their  slumps  in  1997.  "The  global 
economy  could  be  so  strong  that  it 
will  finally  give  you' inflation,"  worries 
David  Hale,  global  chief  economist  at 
Zurich  Insurance.  Higher  inflation 
could  cause  the  Fedei-al  Reserve  to 
raise  interest  rates,  pulling  the  mar- 
Icets  down  with  it. 


The  alternative,  a  sharp  economic 
slowdown,  could  be  equally  distress- 
ing to  investors.  While  the  odds  of 
a  recession  over  the  next  yeai-  are  low, 
slow  growth  could  force  companies 
to  cut  prices,  badly  hurting  profits. 
"The  big  worry  is  not  the  old  risk 
of  reflation,  it's  the 
new  risk  of  deflation," 
says  Edward  E. 
Yardeni,  chief  econo- 
mist at  Deutsche  Mor- 
gan GrenfeU. 
JUGGUNG  RISK.  Even  in 
the  absence  of  such 
calamities,  the  New 
Economy  certainly  of- 
fers no  guarantees  to 
investors.  In  the  second 
half  of  1996,  32  out  of 
90  Standard  &  Poor's 
industiy  groupings  de- 
clined in  value,  despite 
a  8%  rise  in  the  overall 
mai-ket. 

What's  the  best  way 
for  an  investor  to  deal 
with  these  risks?  One 
option  is  to  look  for 
stocks  that  might  be- 
come takeover  candi- 
dates in  1997,  as  com- 
panies adjust  to  the 
New  Economy  (page 
60).  Investors  can  fol- 
low the  ad\ice  of  top 
professionals  (page  70) 
or  conti-aiians  who  try 
to  find  picks  that  the 
market  has  missed. 
For  the  analytically 
minded,  the  Invest- 
ment Outlook  Score- 
board screens  com- 
panies by  several 
different  investment 
criteria,  including  divi- 
dend yieU  (page  83). 

The  wary  investor 
can  try  to  find  "old 
economy"  companies 
that  are  doing  well  or 
alternative  investments 
to  stocks,  such  as  real 
estate  investment  tinsts,  commodities 
(page  74),  or  ait  (page  76).  Some  hedge 
funds  are  adopting  "market  neutral" 
strategies  to  minimize  the  damage  done 
by  a  market  decline  (page  66). 

Ultimately,  the  strength  of  the  mai- 
kets  depends  on  the  wealth  of  the  un- 
derlying economy.  And  by  that  mea- 
siu'e,  investoi-s  ai-e  in  quite  good  shape, 
thank  you. 

Bji  Michael  J.  Mandel  in  New  York 


34  BUSINESS  WFEK  /  DFCFMRFR  30.  1995 


Imagine 
I  The 
Next 
Step 
In  Your 
Success 


1 


DUKE 


THE  FUQUA 

SCHOOL 
OF  BUSINESS 


THE  FUQUA  SCHOOL  OF  BUSINESS 

DUKE  UNIVERSITY  BOX  901  16 
DURHAM,  NC  27708  0116  U  S  A, 
EUROPEAN  OFFICE:  BRUSSELS  BELGIUM 


A  general 
manoger. 
responsible  for 
inlegraling  key 
lundions  to 
create  competitive 
advantage. . . 


A  business 
leader  faced 
with  strategically 
positioning  your 
firm  to  succeed  in 
a  competitive 
environment. . , 


A  senior 
executive 
challenged  with 
enabling  your 
firm  to  master 
the  global 
marketplace. . . 


For  more 
information. 


The  Program  For 
Managf.r  Development 

The  Program  for  Manager  Development 
provides  an  integrative  perspective 
on  leadership,  marketing,  financial 
management,  decision-making,  risk 
analysis  and  measurement  of  business 
performance.  New  general  managers 
experience  outstanding  faculty 
instruction  and  interaction  with  a  wide 
range  of  peer  managers  from  leading 
companies. The  tw&week  program 
culminates  with  an  integrative  business 
simulation  to  reinforce  learning. 

The  Advanced 
Management  Program 

The  four-week  Advanced  Management 
Program  leads  participants  to  a  deeper 
understanding  of  how  to  position  their 
firms  for  long-run  success.  This  is 
achieved  by  examining  corporate 
restructuring,  the  global  business 
environment,  alignment  of  the  company 
with  investors  and  growth  strategies,  both 
through  acquisition  and  internal  product 
development  and  greater  awareness. 
Teaching  formats  include  experiential 
lecture-discussion,  case  analysis, 
simulations,  role  plays,  negotiations 
and  team  building. 


The  Global 
Executive  PROCRiVM 

The  Global  Executive  Program  (GEP'"|  is 
0  groundbreaking  program  which 
provides  worldwide  on-site  exposure 
to  markets  that  span  new  geographic 
territory.  For  six  weeks,  on  four 
continents,  GEP  conducts  a  thorough 
review  of  developed  and  emerging 
nations,  integrated  with  intensive  focus 
on  running  a  global  business. 


or  to  learn  how  Fuqua's  executive 
education  team  can  help  your 
organization  sustain  a  world-class 
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BUSINESS  OUTLOOK 


Economists  Expect 
Little  Trouble  in  Paradise 

But  they're  keeping  an  eye  on  labor  markets,  factory  capacity,  and  growth  overseas 
X  ii 


^he  1996  economy  is 
a  tough  act  to  fol- 
low. Its  mix  of  sol- 
id gi-owth,  low  inflation, 
no  interest-rate  hikes  by 
the  Federal  Resei-ve,  and 
healthy  corporate  profits 
was  heaven  for  Wall 
Sti-eet.  Can  this  investors' 
pai'adise  continue? 

BUSINESS  WEEK  expects 
a  generally  investor- 
ftiendly  economy  in  1997. 
Recession  is  not  on  the 
radar  screen,  especially 
given  strong  labor  mar- 
kets, low  interest  rates, 
and  manageable  invento- 
ries. Also,  the  New  Econ- 
omy forces  of  competition 
and  technology  wiU  con- 
tinue to  restrain  inflation. 
We  look  for  the  economy 
to  gi'ow  2.6%,  vs.  a  pro- 
jected 2.8%  for  1996. 
That's  a  bit  higher  than 
the  2.1%  average  of  the 
50  economists  we  sur- 
veyed (table),  mainly  reflecting  our  ex- 
pectation of  stronger  growth  in  the 
first  half,  as  consumer  spending  and 
manufacturing  snap  out  of  their  au- 
tumn, 1996  sluggishness.  We  also  ex- 
pect 1997  inflation,  measured  by  the 
consumer  price  index,  to  edge  up  to 
3.5%  from  3.2%,  while  the  unemploy- 
ment rate  will  end  the  year  at  5.2%, 
close  to  where  it  was  at  the  end  of  '96. 
SKEWED.  But  there  are  risks,  especial- 
ly for  prices  and  profits.  "Neither  infla- 
tion nor  the  business  cycle  are  dead," 
says  Richard  B.  Bemer  at  MeUon  Banlt 
Coi-p.  in  Pittsburgh.  While  most  econo- 
mists agi-ee  that  the  New  Economy's 
structural  changes  are  lifting  produc- 
tivity and  curbing  costs  and  prices, 
their  concerns  for  '97  are  the  more  tra- 
ditional cyclical  forces.  Economists  un- 
derstand that  the  long-tei-m  trend  of 
consumer  inflation  is  overstated,  and 
thus,  the  trends  in  economic  growth 
and  productivity  are  understated. 
But  for  the  coming  year,  forecasters 


have  a  wary  eye  on  the 
short-term  swing  factors 
that  always  play  a  criti- 
cal role  in  the  outlook.  In 
pai-ticular,  with  little  slack 
left  in  the  labor  mai-kets 
and  in  factory  capacity, 
and  with  foreign  growth 
set  to  pick  up  as  U.  S. 
growth  chugs  along,  the 
economy  is  close  to  the 
point  at  which  inflation 
usually  picks  up,  regai'dless  of  what  its 
time  level  is.  "About  2%  gi-owth  is  still 
the  speed  limit  for  this  economy,"  says 
John  Williams  at  Bankers  Ti-u"st  New 
York  Corp. 

The  global  cycle  will  be  especially 
important.  "Some  of  the  favorable  in- 
ternational factors  that  held  down 
prices  in  1996  may  not  be  as  support- 
ive in  1997,"  says  Anthony  Chan  of 
Banc  One  Investment  Advisors  Corp. 
Because  of  the  stronger  dollar,  import 
inflation  fell  fi-om  5.6%  in  May,  1995,  to 


SPLIT  DECISION 


Half  the  forecasters 
see  no  Fed  action  in 
'97.  The  rest  divide 
equally  between 
those  who  expect  a 
rate  hike  and  those 
who  predict  a  cut 


-1.6%  in  October,  1996. 
Economists  at  dri/Mc- 
Graw-Hill  estimate  that 
j  j   without  that  drop,  core 
j_  consumer  inflation,  which 
M  excludes  energy  and  food, 
I  would  have  risen  sUghtly 
I  in  1996  instead  of  falling. 
I  Amid  stronger  growth 
I  abroad,  the  doUar  is  not 
I  Ukely  to  keep  i-ising.  Also, 
r    foreigners  will  use  more 
of  theii-  capacity,  and  as 
U.  S.  exports  rise,  U.  S. 
capacity  use  will  tighten 
as  well.  "The  New  Econ- 
omy thesis  ^vill  be  tested 
when  world  growth  ac- 
celerates in   1997  and 
1998,"  says  Ray  Worsek 
of  A.  G.  Edwards  &  Sons 
in  St.  Louis. 

BOOM.  That  speedup 
means  that  foreign  trade 
should  be  a  modest  plus 
for  growth  in  1997.  In- 
deed, one  big  surprise  in 
1996  was  the  drag  from 
trade,  pai-tly  the  result  of 
weak  foreign  economies 
and  the  dollar's  lise.  Slow- 
er export  growth  in  1996 
contributed  to  a  sharp 
^\^dening  in  the  U.  S. 
trade  deficit,  which 
robbed  neai-ly  a  percent- 
age point  from  U.S. 
gi-owth.  For  1997,  though, 
"the  world  economy  will 
be  in  a  synclu-onous  sus- 
tained e.xpansion,  with  business  around 
the  world  good  to  excellent,"  says  Allen 
Sinai  of  Primark  Decision  Economics. 
Canada  and  Mexico  ai-e  picking  up.  Eu- 
rope is  set  to  improve  moderately. 
Japan  is  struggling,  but  the  rest  of 
Asia  is  strong,  as  is  Latin  America. 

In  the  U.  S.,  consumere  also  will  con- 
tribute positively.  Fundamentals  look 
strong,  especially  early  in  the  yeai".  Job 
growth  slowed  in  the  second  half  of 
1996,  but  the  pace  is  still  fast  enough  to 
keep  job  markets  tight  and  incomes 
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PERCENT  CHANGE  IN  REAL 
GROSS  DOMESTIC  PRODUCT 

 1997  

II  111 


REAL 
GDP 


CONSUMER 
PRICES 


TREASURY  YIELDS 
3-MO.  30-YR. 


JOBLESS 
RATE 


IV 


PERCENT  CHANGE 
IVQ  1996-IVQ1997 


1997 
IVO 


1997 
IVQ 


1997 
IVO 


TRACY  G.  HERRICK  Jeffries  &  Co. 
KEN  MAYUND  KeyCorp 

JAMES  F.  SMITH  University  of  North  Carolina 
IRWIN  L.  KELLNER  Cliase  Regional  Bank 
LLOYD  T.  O'GARROLL  Reynolds  Metals 


4.0 
2.5 
2.8 
1.8 
1.4 


5.0 
3.8 
2.4 
2.8 
2.9 


3.6 
3.0 
3.4 
3.1 
3.0 


1.0 
2.7 
3.0 
2.9 
3.4 


3.4 
3.0 
2.9 
2.7 
2.7 


4.0 
3.0 
2.4 
2.5 
2.6 


7.00 
6.30 
4.25 
4.95 
5.03 


6.70 
7.20 
5.38 
6.00 
7.17 


4.9 
4.8 
5.1 
5.5 
5.4 


MORRIS  COHEN  Morris  Cohen  and  Associates 

2.4 

2.4 

2.4 

2.8 

2.6 

3.2 

5.00 

6.00 

5.0 

JAMES  COOPER  8  KATHLEEN  MADIGAN  Business  Week 

3.2 

3.0 

2.2 

2.0 

2.6 

3.5 

5.75 

7.00 

5.2 

JAMES  ANNABLE  First  Chicago  N6D 

2.8 

1.9 

2.6 

2.5 

2.5 

2.7 

5.20 

6.60 

4.9 

JIM  GRIFFIN  Aeltus  Investment  Management 

3.0 

2.5 

2.0 

2.5 

2.5 

2.9 

5.70 

7.20 

5.0 

DANIEL  E.  LAUFENBERG  American  Express  Financial  Advisors  2.1 

2.9 

3.2 

2.1 

2.5 

3.4 

5.70 

7.10 

5.4 

ALLEN  SINAI  Primark  Decision  Economics 

2.7 

2.9 

2.3 

2.2 

2.5 

3.1 

5.08 

6.15 

5.0 

JAMES  R.  SOLLOWAY  Argus  Research 

3.2 

2.5 

2.3 

2.1 

2.5 

3.4 

5.75 

7.35 

5.4 

RICHARD  B.  BERNER  Mellon  Bank 

3.2 

2.8 

1.7 

2.1 

2.4 

3.2 

5.50 

6.50 

5.3 

DONALD  RATAJCZAK  Georgia  State  University 

2.9 

2.5 

2.3 

2.0 

2.4. 

3.3 

5.25 

6.45 

5.2 

MARK  M.  ZANDI  Regional  Financial  Associates 

2.7 

2.8 

2.2 

1.8 

2.4 

3.2 

5.50 

6.70 

5.4 

JAMES  M.  BILLS  Comerica  Bank 

2.1 

2.0 

2.4 

2.6 

2.3 

3.0 

5.20 

6.80 

5.6 

ROGER  E.  BRINNER  DRI/McGraw-Hill 

2.2 

1.8 

2.3 

2.7 

2.3 

2.8 

5.50 

6.90 

5.4 

ROBERT  A.  BRUSCA  The  Nikko  Securities  Co.  Int. 

2.8 

2.4 

2.1 

2.1 

2.3 

3.7 

6.00 

6.60 

4.7 

MICHAEL  R.  ENGLUND  MMS  International 

2.6 

2.4 

2.0 

2.3 

2.3 

3.4 

4.75 

6.00 

5.1 

CAROL  A.  LEISENRING  CoreStates  Financial 

1.0 

2.7 

3.0 

2.4 

2.3 

2.6 

4.70 

6.00 

5.6 

EVELINA  M.  TAINER  Indosuez  Carr  Futures 

2.5 

2.4 

2.2 

2.0 

2.3 

2.6 

5.10 

6.30 

JOHN  R.  WILLIAMS  Bankers  Trust 

2.6 

2.5 

2.0 

2.0 

2.3 

3.2 

5.50 

6.60 

WILLIAM  DUNKELBERG  National  Fed.  of  Indep.  Business 

2.0 

2.2 

2.3 

2.1 

2.2 

2.6 

4.40 

6.20 

DONALD  E.  MAUDE  Scotia  Capital  Markets  (USA) 

3.2 

2.5 

2.0 

1.5 

2.2 

3.4 

5.25 

6.50 

5.4 

TAPAN  MUNROE  Pacific  Gas  &  Electric 

2.2 

1.9 

2.1 

2.4 

2.2 

2.9 

5.30 

6.90 

5.4 

MARTIN  A.  REGALIA  U.S.  Chamber  of  Commerce 

1.8 

2.3 

2.1 

2.3 

2.2 

3.0 

4.70 

6.40 

5.7 

BILL  CHENEY  John  Hancock  Financial  Services 

2.0 

2.1 

2.0 

2.0 

2.1 

2.8 

5.00 

6.50 

5.6 

GARY  L  GIMINERO  Independent  Economic  Advisory 

2.1 

2.2 

2.0 

2.3 

2.1 

3.7 

4.79 

6.07 

5.6 

PAUL  L.  KASRIEL  Northern  Trust  Co. 

2.7 

2.5 

1.6 

1.5 

2.1 

2.9 

5.50 

6.45 

5.5 

KEVIN  LOGAN  Dresdner  Kleinwort  Benson 

3.4 

2.1 

1.2 

1.8 

2.1 

3.4 

4.80 

6.50 

5.4 

MAURY  HARRIS  PaineWebber 

2.5 

2.3 

1.8 

1.5 

2.0 

2.9 

5.00 

6.10 

5.5 

SUSAN  HICKOK  Prudential  Insurance  Co.  of  America 

2.0 

2.0 

2.0 

2.0 

2.0 

2.7 

4.80 

6.30 

5.7 

KURTE.  KARL  WEFA  Group 

1.8 

1.6 

2.2 

2.1 

2.0 

2.7 

4.70 

6.20 

5.7 

ROBERT  McGEETokai  Bank 

2.0 

2.0 

2.0 

2.0 

2.0 

2.7 

5.00 

5.75 

5.0 

DAVID  C.  MUNRO  High  Frequency  Economics 

1.5 

2.2 

2.5 

2.5 

2.0 

2.6 

5.20 

6.50 

5.5 

NICHOLAS  S.  PERNA  Fleet  Financial  Group 

1.9 

2.0 

1.9 

2.1 

2.0 

3.3 

5.20 

6.50 

5.5 

J.  PRAKKEN  &  C.  VARVARES  Macroeconomic  Advisers 

2.0 

2.1 

1.9 

1.9 

2.0 

2.8 

5.00 

6.52 

5.7 

LYNN  REASER  Barnett  Banks 

2.4 

2.0 

1.9 

1.8 

2.0 

3.1 

5.10 

6.50 

5.4 

GONSTANTINE  G.  SORAS  NYNEX 

1.5 

1.8 

2.7 

2.0 

2.0 

2.7 

4.86 

6.60 

5.4 

JOHN  D.  WALTER  Dow  Corning 

1.5 

1.2 

2.3 

3.0 

2.0 

2.0 

3.50 

4.75 

5.7 

THEODORE  H.  TUNG  National  City  Corporation 

1.8 

2.2 

1.9 

2.0 

1.8 

3.0 

5.20 

6.30 

5.5 

LYNN  0.  MICHAELIS  Weyerhaeuser 

2.7 

2.4 

1.4 

1.0 

1.7 

3.5 

5.30 

6.30 

5.5 

BURTON  ZWICK  Lord,  Abbett  &  Co. 

1.5 

1.5 

2.0 

2.0 

1.7 

2.9 

4.80 

6.00 

5.6 

IAN  C.  SHEPHERDSON  HSBC  Markets 

2.5 

1.5 

1.3 

1.2 

1.6 

3.1 

5.00 

6.25 

5.5 

STUART  G.  HOFFMAN  PNC  Bank 

2.0 

2.0 

1.5 

0.5 

1.5 

2.8 

4.80 

6.25 

5.7 

JOHN  E.  SILVIA  Zurich  Kemper  Investments 

1.8 

1.4 

1.7 

1.6 

1.5 

3.1 

5.30 

6.50 

5.6 

RAYMOND  WORSECK  A  G.  Edwards 

1.0 

1.5 

2.0 

1.5 

1.5 

3.5 

5.30 

7.30 

5.6 

MAUREEN  F.  ALLYN  Scudder,  Stevens  &  Clark 

-2.1 

1.7 

2.8 

3.1 

1.4 

2.1 

4.25 

6.00 

5.9 

ANTHONY  CHAN  Banc  One  Investment  Advisors 

1.8 

1.5 

0.5 

-0.5 

0.8 

3.5 

5.65 

6.90 

6.0 

H.  ERICH  HEINEMANN  Heinemann  Economic  Research 

0.2 

-4.6 

-1.3 

5.1 

-0.2 

1.9 

4.10 

5.80 

6.1 

CONSENSUS 

2.2% 

2.1% 

2.1% 

2.1% 

2.1% 

3.0% 

5.13% 

6.43% 

5.4% 
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rising  faster  than  inflation.  Confidence  is 
neai-  an  expansion  high,  and  long-term 
interest  rates  have  fallen,  spumng  a 
round  of  mortgage  refinancing  and 
buoying  homebuilding.  Consumer  debt 
burdens  ai-e  rising,  as  they  usually  do 
as  expansions  age,  but  the  levels  are 
manageable  as  long  as  the  job  markets 
stay  strong. 

Most  analysts  believe  that  the  econ- 
omy will  continue  to  walk  the  tightrope 
of  noninflationary  growth,  but  early 
1997  vdll  be  the  key.  Hohday  sales  ap- 
pear strong,  inventories  are  lean,  and 
factory  orders  and  output  are  picking 
up.  Stronger  growth  could  set  up  an- 
other tussle  between  Fed  hawks  and 
doves.  "The  interest-rate  bears,  cur- 
rently licking  theu-  wounds  after  be- 
ing outsmarted  by  [Federal  Reserve 
ChauTnan  Alan]  Greenspan,  could  be 
back  calling  for  tighter  policy  again," 
says  Ian  Shepherdson  of  hsbc  Markets. 
About  half  of  the  forecasters  expect 


BUSINESS  OUTLOOK 


no  action  from  the  Fed  throughout 
1997,  while  the  rest  are  about  equally 
divided  between  those  who  expect  the 
Fed  to  tighten  and  those  who  look  for 
a  rate  cut. 

HELP  WANTED.  One  of  the  economists' 
chief  concerns  for  1997  is  cost  pres- 
sures. As  expansions  wear  on,  produc- 
tivity gains  are  harder  to  come  by. 
That's  especially  true  in  this  six-year 
upturn  now  that  corporate  restructur- 
ing is  mostly  behind  us.  And  amid  tight 
job  markets,  wage  growth  is  picking 
up.  "A  record  percentage  of  our  600,000 
member  firms  report  hard-to-fill  job 
openings,"  says  William  Dunkelberg  of 
the  National  Federation  of  Indepen- 
dent Business.  He  adds  that  a  record 
15%  say  finding  qualified  labor  is  their 
company's  biggest  problem,  while  a 
record  29%  are  raising  compensation. 

The  result:  "Cost  squeeze  dead 
ahead,"  warns  Robert  Brusca  of  Nikko 
Securities  Co.,  and  that  could  pressure 


margins  and  put  earnings  at  risk.  Past 
cost-cutting  and  better  productivity 
gains  than  official  numbers  show  will 
blunt  some  of  the  impact,  but  Mark 
Zandi  of  Regional  Financial  Associates 
Inc.  beheves  there's  no  getting  around 
it:  "Corporate  profit  growth  will  slow 
substantially  in  1997,"  he  says,  the  late- 
cycle  result  of  faster  compensation 
growth  and  weaker  productivity  gains. 

In  this  business  cycle,  there  is  no 
question  that  the  New  Economy  has 
slowed  the  development  of  cost 
squeezes,  price  pressures,  and  Fed 
tightening.  But  as  Evelina  Tainer  of 
Indosuez  Carr  Futures  says:  "These 
influences  make  it  more  difBcult  to  dis- 
cern changes  due  to  cyclical  forces  and 
those  due  to  structural  forces."  So 
here's  business  vraiEK's  advice:  Keep  a 
sharp  eye  on  both  to  avoid  trouble  in 
paradise  in  1997. 

By  James  C.  Cooper  and  Kathleen 
Madigan  in  New  York 


TOP  GURU 

The  Best  Tea  Leaves  in  Town 


ometimes,  inhabitants  of 
.the  ivory  tower  have  a  clear 
'view  of  the  real  world. 
That,  at  least,  is  the  lesson  from 
BUSINESS  week's  1996  survey  of 
forecasters.  The  most  accurate 
predictions  came  from  Donald 
Ratajczak,  director  of  the  Eco- 
nomic Forecasting  Center  at 
Georgia  State  University  in 
Atlanta. 

In  the  December,  1995,  survey, 
most  economists  were  correct  in 
expecting  that  growrth  in  real 
gross  domestic  product  would  be 
sluggish  in  1996.  The  consensus 
called  for  growth  of  1.9%,  and 
Ratajczak  expected  growth  of 
1.8%.  For  the  year  ended  in  the 
third  quarter,  real  gdp  was  up  a 
lackluster  2.2%. 

However,  unlike  the  consensus, 
which  expected  unemployment  to 
head  higher,  to  5.7%  at  yearend 
1996  from  5.6%  a  year  ago,  Ratajczak  projected  that  the 
jobless  rate  would  slip  to  5.3%,  which  is  what  it  averaged 
in  October  and  November.  To  explain  why  he  foresaw  the 
tighter  labor  market,  Ratajczak  says:  "Unlike  most  people, 
who  thought  the  problems  would  be  on  the  demand  side,  I 
thought  the  restraints  would  be  on  the  supply  side:  'Would 
there  be  enough  labor  talent?'  I  didn't  think  there  would 
be."  Rounding  out  the  top  thi-ee  forecasts  were  Howard 
Keen  of  Conrail  Inc.,  with  the  second-best  overall  forecast, 
and  Nicholas  S.  Pema  of  Fleet  Financial  Group  Inc.,  the 


RATAJCZAK:  A  slight  inflation  hike  won't  hurt 


third-best  predictor  of  1996's  eco- 
nomic climate. 

For  1997,  Ratajczak  expects 
the  economy  to  grow  2.4%,  with 
little  change  in  the  jobless  rate. 
Consumer  inflation,  though, 
should  edge  up  from  its  current 
3%,  liitting  3.3%  in  the  fourth 
quai'ter.  "Higher  energy  costs 
and  some  upwai'd  wage  pressures 
will  push  up  consumer  prices,"  he 
believes. 

RED  FLAG.  Even  with  that  up- 
ward tilt  in  inflation,  though, 
Ratajczak  does  not  see  any  tight- 
ening by  the  Federal  Reserve  in 
1997.  Instead,  he  says,  policy  re- 
straint will  come  fi-om  the  fiscal 
side  as  WasMngton  gi-apples  to 
hold  down  federal  spending. 
However,  if  the  budget-balancing 
process  faltei-s  or  if  new  spend- 
ing pi-ogi*ams  sm-face,  Ratajczak 

  wai-ns  that  "government  bond 

yields  over  7%  are  possible." 

Ratajczak,  who  etmied  his  doctorate  from  Massachusetts 
Institute  of  Technology,  founded  Economic  Forecasting 
Center  24  years  ago,  when  he  fii-st  arrived  at  Georgia 
State.  Wliile  the  corporate-sponsored  center  collects  and 
analyzes  data  on  the  Southeast  economy,  Ratajczak  is  pri- 
marily recognized  by  econo-wonks  for  his  broad  knowledge 
of  the  price  indexes.  His  on-the-mark  projections  for  1996 
show  that  Ills  knack  for  forecasting  is  pretty  good,  too. 

By  Kathleen  Madigan  in  New  York 
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Factual:  one 

of  the  top 
performing 
offshore  funds 
in  the  world... 


according  to 
BusinessWeek. 


Being  among  the  500  leading  offshore  funds  in  the  world  is  not 
unusual  for  Banco  Factual.  But  ranking  among  the  21  best*  and, 
especially,  being  the  first  on  the  basis  of  risk-adjusted  total 
returns  in  the  world  over  the  last  5  years  is  a  noteworthy 
achievement.  If  you  are  interested  in  receiving  more 
information  about  Pactual's  fimds,  please  contact  us. 


average  annual  total  return  based  on  Sept.  30,  1991  -  Sept.  30,  1 996, 
vehicles  appreciation,  reinvestment  of  dividends  and  capital  gains. 


mmi 


•  Sao  Paulo: 
Phone.:  55  11  269-0300 
Fax:  55  II  285-0963 


•  New  York: 
Phone:  212  702-4100 
Fax;  212  702-4110 


•  Mndon: 

Phone:  171  477-6727 
Fax:  171  477-6850 
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of  Chief  Executives 


"  It  is  largely  a 
matter  of  speed. 
We  focus  on  our 
core  competen- 
cies and  have 
our  partners  all 
over  the  world 
do  the  rest." 

Henning  Kagermann 

executive 
board  member, 
SAP  AG 


Sir  Michael  Perry 

deputy  chairman, 
Bass  Pic. 

former  chairman. 
Unilever  Pic. 


Croson  points  out  that  the  more  rapid  growtli 
occurring  outside  is  in  many  ways  Europe's  best 
opportunity  "It  is  all  well  and  good  to  set  up  pro- 
duction in  Asia  to  take  advantage  of  lower  labor 
costs  and  nearness  of  market.  It  is  even  better  to  set 
up  laboratories  diere  so  your  products  and  services 
can  be  customized  to  suit  the  markets  where  the 
growth  lies.  If  you  dien  integrate  your  processes 
worldwide,  and  then  accelerate  product  develop- 
ment, you  gain  the  new  critical  factor  of  time.  With 
this  combination  nothing  and  no  one  can  surpass 
you.  You  become  the  leader." 

SAP,  the  German  company  that  has  become 
the  worldwide  leader  in  client-server  enterprise 


EMU?  Most  of  Us  Agree... 


software  has  used  a  worldwide  'virtual  company' 
structure  to  achieve  rapid  response  on  a  global 
basis.  "We  iiave  built  twenty  global  partnerships 
and  more  dian  200  local  partnerships,"  explains 
Dr.  Henning  Kagermann,  member  of  the  execu- 
tive board  of  SAP.  "For  us  it  is  largely  a  matter  of 
speed.  If  SAP  tried  to  do  all  the  work  we  would 
need  30,000  or  40,000  people.  Instead,  we  focus 
on  our  core  competencies  and  have  our  partners 
all  over  the  world  do  the  rest."  With  partners  doing 
80%  of  the  work,  SAP  has  achieved  immense 
profitability  and  a  growth  rate  of  45%  per  year 
for  ten  years  in  a  very  difficult  market. 

Europe's  most  dynamic  player  in  the  fast-chang- 


"  We  would 
like  to  see  the 
single  currency 
occur  as  soon 
as  possible." 


As  the  part  of  the  vi^orld  most  in  need  of  globalization  to  secure  its  economic 
future,  it  is  ironic  that  Europe  is  also  the  place  where  the  deepest  soul-search- 
ing on  economic  internationalization  is  taking  place.The  debate  over  European 
Monetary  Union  (EMU),  the  concept  of  a  single  European  currency  and  central 
bank  was  a  dominant  topic  throughout  the  1996  Business  Week  Europe  Con- 
ference of  Chief  Executives. 

"We  want  to  build  the  European  Monetary  Union,"  says  S.E.Jean-Daniel 
Tordjman,  French  Ambassador-at-Large  and  Special  Representative' for  Inter- 
national Investment.  "No  question  about  it  In  Europe  we  have  a  clear  vision 
on  this.  Well,  at  least  most  of  us  do." 


"Your  point  of  view  on  a  single  currency  for  all  the 
nations  of  Europe  is  heavily  influenced  by  your  recent 
history,"  explains  Sir  Michael  Perry,  deputy  chair- 
man of  Bass  Pic.  and  former  chairman  of  Unilever 
Pic.  "If  you  come  from  a  part  of  Europe  which  has 
been  engulfed  by  war  and  foreign  occupation  twice 
in  living  memory  you  may  feel  the  loss  of  complete 
national  sovereignty  a  small  price  to  pay  for  the 
enhanced  security  of  a  European  superstate.  In  the 
case  of  monetary  union,  the  actual  transfer  of  poli- 
tical power  or  sovereignty  is  probably  not  of  great  concern.  What  is  perhaps 
more  important  is  the  perceived  transfer  of  power" 


Keith  Drysdale 

divisional  vice-president, 
AMP  Incorporated, 
Global  Logistics 


S.E.  Jean-Daniel 
Tordjman 

French  Ambassador- 
at-Large  and  Special 
Representative  for 
International  Investment 


As  the  divisional  vice-president,  global  logistics  of  AMP  Incorporated,  the  world's 
leading  supplier  of  electrical  and  electronic  connectors  and  interconnection 
systems,  Keith  Drysdale  sees  only  positives  in  monetary  union.  "We  would 
like  to  see  the  single  currency  occur  as  soon  as  possible.  We  want  it  for  the  simpler  transactions,  the 
greater  flexibility  in  trading  terms  with  our  customers."  AMR  a  global  giant  with  20%  of  the  $25  billion 
world  market  for  connectors,  supports  the  plan  to  allow  EMU  member  countries  to  maintain  their  own 
currencies  for  three  years  after  the  new  money  is  introduced.  "That  is  vital,"  says  Drysdale,  "because 
companies  and  individuals  may  well  be  wary  of  the  new  currency  for  a  while.Three  years  will  allow  the 
necessary  period  for  confidence  building." 

"The  introduction  of  a  single  currency  to  enhance  the  smooth  functioning  of  the  single  market  is  the 
logical  next  step  for  the  European  Union,"  says  Sir  Michael  Perry  "It  would  reduce  transaction  costs  for 
all,  remove  exchange  rate  risks,  create  deeper  and  wider  financial  markets,  and  lower  both  interest  rates 
and  inflation.  But  it  is  better  to  get  the  thing  right  than  to  get  it  soon."  "It  will  happen,"  says  The  Right 
Honorable  Douglas  Hurd,  former  UK  Foreign  Secretary,  now  deputy  chairman  of  NatWest  Markets. 
"It  will  happen  among  seven  or  eight  of  the  fifteen  members  of  the  European  Union,  and  I  don't  think 
my  own  country  is  likely  to  participate  in  the  first  wave.  What  happens  after  that  is  uncertain.  We  do 
not  know  what  the  effect  will  be  on  the  UK  economy  if  others  go  ahead  without  us." 
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"The  key  is 
who  gets  the 
technology  first 
and  who  gets  it 
to  market  first. 
Cycle  time  is  the 
only  differenti- 
ator we  have ." 

Richard  C. 
Notebaert 

chairman  and  CEO, 
Ameritech 


ing  telecommunications 
sector  has  built  much  of 
its  success  on  a  new-found 
abilit)'  to  move  quickly 
into  new  markets.  Like 
many  European  firms, 
Ameritech  had  a  culture 
of  entitlement  built  on 
its  early  history  as  part 
of  a  monopoly  telephone 
service  provider.  The 
company  has  come  a  long 
way  from  its  midwestern 
U.S.  homeland,  now  oper- 
ating in  40  countries,  with 
over  65,000  employees 
and  market  capitalization 
of  $32  billion.  "This  is 
not  the  way  we  were  four 
years  ago,"  Ameritech 
chairman  and  chief  exe- 
cutive officer  Richard  C. 
Notebaert  explained,  "we 
were  earning  quite  well,  with  financial  strength  and 
tremendous  resources,  but  we  saw  a  world  where 
we  could  only  survive,  not  lead.  We  decided  that 
the  time  for  change  is  not  when  we  were  in  a  crisis, 
but  when  we  were  strong."  Notebaert  undertook  a 
massive  "virtual  crisis"  of  internal  reassessment  and 
change.  "We  changed  our  culture,  and  at  the  man- 
agerial level,  that  frequendy  involved  changing  the 
people.  Over  20%  of  our  management  are  new  peo- 
ple fi'om  other  industries.  About  40%  of  our  prod- 
uct managers  have  a  similarly  diverse  background 
outside  of  telecommunications,  and  fijlly  75%  of 
my  senior  management  team  are  from  outside." 
Once  again,  speed  lay  at  the  heart  of  strategy.  "In 
our  world,"  says  Notebaert,  "technology  cannot  be 
a  differentiator.  The  key  is  who  gets  the  technology 
first  and  who  gets  it  to  market  first.  Cycle  time  is 
the  only  differentiator  we  have."  With  its  successes 
in  Belgium,  Hungary,  Norway,  and  elsewhere, 
Ameritech  has  become  one  of  the  100  largest  com- 
panies in  the  world. 

Faster! 

The  SAP  and  Ameritech  examples  and  the 
Thomas  Group's  call  to  faster  cycle  times  echoed 
throughout  the  conference,  with  speed  repeatedly 
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"Europe  Is  Insufficiently  Webified' 


Much  of  the  speed  being  sought  by  today's 
top  competitors  is  enabled  by  new  uses  of  in- 
formation technology  and  telecommunications, 
Hewlett-Packard's  vice  president  and  general 
manager  for  computer  systems,  Dick  Watts, 
sounded  a  general  alarm  before  the  European 
executives: 

"Information  technology  trends  here  in  Europe 
are  profoundly  worrying: The  levels  of  overhead 
expenses  many  European  firms  continue  to  per- 
mit; European  internet  usage  significantly  below 
the  web  use  rates  in  the  U,S.  -  this  latter  fact 
particularly  remarkable  in  light  of  the  very  high 
levels  of  education  here  in  Europe,  and  of 
Europe's  history  of  a  much  more  rapid  rate  of 
technology  adoption  -  these  are  surprising,  puz- 
zling, and  worrying  developments. 

"The  information  technologies  are  important 
tools  for  addressing  the  industrial,  social,  and 
economic  issues  that  confront  Europe,  and  the 
world.  I  encourage  company  leaders  to  study 
this,  to  understand  the  full  implications  of  the 
internet  and  to  'get  webified.'  It  will  improve  the 
way  you  communicate  both  within  your  com- 
pany and  with  your  customers,  and  it  will  enable 
you  to  solve  many  of  your  problems  collectively," 


emerging  as  a  fiindamental  element  of  success.  The 
president  and  CEO  of  General  Electric's  European 
Power  Controls  division,  Ricardo  Artigas,  cited 
speed  as  one  of  the  primary  factors  that  has  enabled 
General  Electric  to  reduce  its  350  business  units 
of  the  1980s  to  just  12  today,  reduce  its  staffing  by 
half,  and  increase  the  international  component  of 
its  sales  more  than  400%  while  doubling  its  annual 
revenues  to  $70  billion  and  becoming  the  number 
one  company  in  the  world  by  market  value.  "Speed 
is  essential  to  everything  we  do,  fundamental  to  our 
business  strategy.  It  does  not  mean  working  faster, 
it  means  working  smarter.  Speed  is  quality,  speed 
is  lower  inventories  and  higher  turns,  speed  is  cus- 
tomer service.  It's  the  fundamental  clement."  This 
year  GE  will  do  $14  billion  worth  of  business  in 
Europe,  expected  to  rise  to  $25  billion  by  2000." 

"We  decided  to  be  a  major  player  in  the  ultra- 
sound business  only  in  1!J!)2,"  says  Lothar  Koob, 
president  and  CEO,  Siemens  Medical  Systems 
Ultrasound  Group.  "We  had  to  build  a  completely 
new  organization,  adding  hundreds  of  new  ])co])le. 
More  than  15  different  cultures  and  nationalities 
had  to  be  integrated  into  a  new  culture.  We  built 
that  culture  on  the  cycle  time  (speed)  concept." 

"We  started  to  talk  about  Asia  only  two  years 
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'Information 
technology 
trends  here 
in  Europe  are 
profoundly 
worrying." 

Dick  Watts 

vice-president  and 
general  manager; 
Hewlett  Packard 
Company,  Computer 
Systems  Organization 


"In  Russia  we 
own  the  world's 
two  leading 
restaurants  by 
sales  revenue." 

George  Cohon 

senior  chaiiman. 
McDonald's  Restaurants 
of  Canada  Limited: 
senior  chairman. 
McDonald's  in  Russia 
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"The  object 
is  to  hit  your 
target  before 
it  moves." 

Dr.  Karl  Ulrich 

Associate  Professor 
of  Operations  and 
Information  Manage- 
ment Tlie  Wharton 
Sdiool  of  ihe  University 
of  Pennsylvania 


'  "  It  is  time  to 
abandon  paro- 
chial thinking, 
particularly  the 
idea  that '  I  am 
a  European 
company.' " 

Kevin  Burns 

cfiairman, 
INTERSOLV 


ago,"  said  grocery  store  king  Edward  S.  Mocrk, 
executive  vice  president  of  Royal  Ahold  nv.  "Today 
we  have  joint  ventures  in  live  Asian  countries. 
To  act  witii  commitment  and  speed  is  essential  to 
our  success." 

"The  object  is  to  hit  your  target  before  it 
moves,"  says  Dr.  Karl  Ulrich,  Associate  Professor 
for  Operations  and  Information  Management  at 
The  Wharton  School  of  The  University  of  Penn- 
sylvania. "If  you  are  cjuicker  to  act  and  faster  in 
your  execution,  you  can  develop  an  immense  com- 
petitive advantage.  For  example,  if  your  product 
development  cycle  time  is  one  year  and  your  com- 
petitor's is  two,  diey  must  plan  two  years  out  while 
you  can  wait  to  see  how  markets  and  technologies 
evolve  before  making  your  move.  Best  of  all,  faster 
product  development  generally  costs  less,  and 
more  frequent  new  products  mean  your  people 
learn  new  things  more  quickly.  Speed,"  says 
Wliarton's  Ulrich,  "is  a  win-win  in  every  respect." 


ONLY  NATIONALISM  CAN  STOP  US 

"There  are  forces  at  work  homogenizing  world 
markets,  forcing  everyone  to  compete  on  a  best- 
in-service  basis,"  says  Kevin  Bums,  chairman  of 
applications  enablement  softvrare  leader  INTER- 
SOLV. "As  all  barriers  come  down  it  is  time  to 
abandon  parocliial  tliinking,  particularly  the  idea 
that  "I  am  a  European  company."  We  must  each  be 
a  global  citizen,  and  apply  to  our  own  country  the 
same  dispassionate  assessment  of  strengths  and 
weaknesses  that  we  apply  elsewhere." 

Walter  S.  Catlow,  president  of  Ameritech 
International,  also  warned  against  protection  and 
isolationism,  the  nationalistic  reaction  tliat  springs  up 
whenever  and  wherever  rapid  economic  and  social 
change  occurs.  "The  globalization,"  says  Cadow,  "is 
bringing  greater  speed  in  decisionmaking,  greater 
competition,  and  gready  improved  customer  choice, 
even  in  non-democratic  regions  of  tlie  world.  The 
whole  world  is  poised  to  take  fiill  commercial  ad- 
vantage of  this.  Only  a  sluft  toward  isolation  could 
possibly  hinder  tliis  progress  and  expansion." 

Fortunately,  the  most  significant  hints  of  con- 
servative protectionist  reaction  are  coming  fi-om 
the  U.S.  and  Europe  -  not  from  the  high-growtli 
East  Asian  markets  where  so  many  European  firms 
now  seek  to  build  their  fiiture. 

But  is  there  any  chance  that  the  promise  of  Asia 
may  prove  disappointing  to  the  European  investor? 
"It  is  tnie  that  Asia  is  now  a  formidable  economic 
power,"  says  Paul  Selway-Swift,  vice-chairman 
of  HSBC  Investment  Bank  Pic,  a  long-dme  senior 
figure  of  the  Hong  Kong  and  Shanghai  Banking 
Corporation  Limited.  "  I  watched  Asia's  growth 


Next  Year:  St.  Petersburg,  Russia 


The  1 997  Business  Week  Europe  Conference 
of  Chief  Executives  will  be  held  in  St.  Petersburg, 
Russia's  traditional  "Windov^'  on  the  West"  a  city 
that  is  today  resuming  its  historic  international 
role  after  a  seventy-year  hiatus. 

Recently-elected  St  Petersburg  Governor 
Vladimir  A.  Yakovlev  addressed  the  1996  Business 
Week  conference  participants: 

"Russia  has  said  yes  to  democratic  change  and 
to  building  a  nev^  life  according  to  the  laws  and 
rules  of  modern  society.  This  commitment  will 
outweigh  the  burden  of  the  many  problems 
which  inevitably  arise  when  there  is  an  abrupt 
change  in  political,  social,  and  economic  systems. 
The  whole  world  can  now  watch  the  most 
unique  experiment  of  the  century,  as  Russia,  on  a 
typically  Russian  scale  sweeps  away  the  dogmas 
of  yesterday  and  moves  swiftly  to  build  the  sort 
of  society  that  has  taken  other  countries  decades 
to  create.  In  Russia  the  world  can  today  witness 
the  rarest  case:  the  end  of  a  confrontation 
wherein  everybody  has  won." 


For  more  information  conceming  the  /  997  Business 
Week  Europe  Conference  of  Chief  Executives,  contact  the 
Business  Week  Executive  Programs  Reg/stfor's  Oflice 
at+l-2l2-5l2-2l84. 


first  hand,  going  from  rickshaws  to  microchips  in 
a  single  generation.  The  region  is  stiU  heading 
upwards.  But  competitive  advantage  is  constantly 
shifting.  Property  prices  are  rising  to  such  an  extent 
that  Asia  is  becoming  a  very  expensive  place  for 
foreign  companies.  And  although  labor  is  sdU  rela- 
tively far  cheaper,  we  do  see  manufacturing  shifting 
across  Asian  borders  or  even  to  Africa  as  East 
Asian  labor  costs  rise.  If  Asia  is  losing  its  compe- 
titive advantage,  where  might  investors  turn? 

"I  think  one  of  the  most  intriguing  prospects 
might  be  the  return  of  some  manufacturing  to 
Europe,"  says  Selway-Swift.  "Wages  in  Scodand 
and  Wales  are  already  lower  tlian  in  Korea,  where 
real  wages  have  risen  eight-fold  in  dollar  terms 
since  1987.  Is  it  possible  diat  we  may  be  seeing 
tlie  beginnings  of  the  reemergence  of  Europe  as  a 
manufacturing  center  -  supplying  tlie  booming 
consumer  markets  of  Asia?  " 


BusinessWeek 
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THE  FRAMEWORK 


EUROPE  OUTLOOK 


Will  the  Euro  Tame  the  EurobuU? 

The  hardships  of  a  single  currency  could  scuttle  the  Continent's  stock  and  bond  rallies 


For  Eui'opean  investors,  1996  was 
the  yeai'  falling  interest  rates  fi- 
nally put  the  bull  back  in  bond 
and  equity  markets.  But  it's  not  the 
bulls,  but  the  pols,  who  are  patting 
themselves  on  the  back  for  the  mar- 
kets' achievements.  In  the  straggle  be- 
tween economic  fundamentals  and  the 
political  will  to  establish  a  single  cur- 
rency for  the  15  European  Union 
economies,  you  can  definitely  chalk  up  a 
triumph  for  politics. 

But  1997  will  be  an  even  greater 
test  than  '96.  Since  this  will 
be  the  key  year  for  deciding 
whether  a  single  currency 
will  be  born  and  who  will  be 
the  first  allowed  to  adopt  it, 
the  uneasy  chemistry  of  Eu- 
ropean Monetary  Union 
(emu)  will  hang  over  politi- 
cians and  central  bankers.  If 
they  don't  get  the  emu  for- 
mula right,  the  rallies  of  1996 
could  quickly  fizzle. 

As  the  German  Bundes- 
bank cut  interest  rates  to  his- 
toric lows  in  1996,  bond 
yields  around  the  Continent 
converged,  once-raging  cur- 
rency markets  went  to  sleep, 
and  former  spendthrifts  Italy 
and  Spain  courageously 
pushed  unprecedented  fiscal 
restraint.  The  goal:  to  be 
among  the  inaugural  group 
of  countries  when  the  single 
currency,  dubbed  the  Euro, 
is  created  in  1999. 
TRICKS.  Only  Luxembourg 
now  meets  the  eu's  stiff  bud- 
get deficit,  debt,  and  inflation 
criteria  for  entry.  No  matter. 
While  economic  fundamentals 
argue  against  starting  mone- 
tary union  on  schedule, 
Europols  fear  a  delay  would 
set  back  their  integration  agenda  by  a 
generation.  So  the  politicians  have  sanc- 
tioned accounting  tricks  to  burnish  bud- 
get forecasts  and  watered-dovm  Ger- 
man calls  for  strict  measures  to  ensure 
the  Euro  will  maintain  the  stability  of 
the  mark.  That  has  led  some  economists 
to  fret  that  the  Euro  will  end  up  a  pale 
imitation  of  the  mark.  Such  an  outcome 
could  be  a  rade  surprise  for  German 


savers:  Rising  bond  markets  have  been 
moved  by  so  much  emu  happy  talk  this 
year  there's  little  buffer  for  any  shock. 

There's    no    question    that  the 
Euro's  No.  1  booster,  Ger- 
man Chancellor  Helmut 
Kohl,  aims  to  keep  the  new 
currency  on  track.  But 
12.6%  unemployment 
will  make  it  hard  for 
France,  an  indispens- 
able partner  in 
any  currency 


POLITICAL  PUSH 


The  pols  aim  to  start  monetary  union  on 
schedule.  But  economic  fundamentals 
argue  against  it,  and  rising  bond  markets 
have  little  buffer  for  any  kind  of  shock 


union,  to  muster  the  political  courage 
for  needed  reforms.  Kohl  and  French 
President  Jacques  Chirac  appear  to  have 
potentially  irreconcilable  differences  over 
the  terms  of  monetai-y  union  and  the 
nature  of  the  new  European  Central 
Bank.  Kohl  wants  a  strong  Eui-o  rooted 
in  strict  monetary  policy,  while  Chii-ac 
wants  the  bank  to  be  more  i-esponsive 
to  political  influence. 


If  that  already  sounds  contradictoi-y, 
just  think  what  will  happen  when  the 
EMU  meets  Italy.  A  vise-like  fiscal  poli- 
cy vdU  help  Italy  push  inflation  close  to 
2%  in  1997,  a  10th  of  what  it  was  in 
the  early  1980s.  But  the  economy  is 
fiat  on  its  back.  German  bankers  doubt 
Italy  can  shrink  spending  further  to 
qualify  for  the  Euro.  Traders,  how- 
ever, have  already  raised  expecta- 
tions that  the  Italians  won't  be  kept 
out  and  fueled  a  huge  bond  rally.  If 
those  expectations  are  reversed, 
Italian  interest  rates  may  soai*. 
More  economic  growth,  of 
course,  would  help  get  the 
Eui'O  off  the  ground  smoothly. 
And  the  fall  in  rates  over 
1996  will  certainly  help  get 
the  Continent  going. 
But  the  chance  of  more 
rate  cuts  may  be 
waning  as  growth 
prospects  improve.  If 
Gennan  recovery  forces 
the  Buba  to  reverse  coui-se  and 
raise  rates,  bond  and  cuiTency 
markets  at  home  and  in 
Italy,  Spain,  and  France 
could  face  a  gnieling  test. 
In  Britain,  short-term  rates 
have  already  risen  25  basis 
points  recently  in  the  face  of 
improved  growth,  and  stocks 
are  2%  below  their  Wghs.  But 
national  elections  are  due  by 
N  spring  and  John  Major's  To- 
ries may  lose  despite  a  strong 
economy.  Union  Bank  of  Switzerland 
strategist  George  Magnus  thinks  it  thus 
might  fall  to  a  new  Labor  govei-nment 
led  by  Tony  Blau-  to  push  rates  up  an- 
other 100  basis  points,  to  7%,  in  a 
year's  time.  Blair  also  may  levy  new 
"taxes— bad  news  for  stocks.  And  don't 
expect  Blair  to  put  Britain  into  the 
Euro  anytime  soon. 

By  the  time  Em-ope's  leaders  show 
up  at  their  midyear  summit,  they're 
likely  to  have  a  pretty  clear  sense  of 
how  individual  budgets  are  sliaping  up 
for  the  big  emu  test.  More  than  likely, 
they'll  move  ahead  with  the  Euro.  "Tlien 
a  inonetm7  union  forged  out  of  political 
goals,  rather  than  economic  realities, 
will  face  the  ultimate  test:  the  market. 

By  Bill  Javetski  in  Paris 
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WASHINGTON  OUTLOOK 


AH  Eyes  Are  on 

The  Clinton-and- Congress  Show 

Budget  and  tax  haggling  will  keep  investors  on  the  edge  of  their  seats 


Suvvy  investoi-s  should  talte  a  ling- 
side  seat  for  the  fiscal  brawl 
brewing  in  Washington.  After  a 
bitter  campaign  in  which  President 
Clinton  accused  Republicans  of  tiying 
to  trash  health  care  for  the  elderly, 
while  the  GOP  hammered  Democrats 
for  theii-  alleged  "tax  and  spend"  habits, 
both  sides  now  must  tiy 
to  work  out  a  compromise 
budget.  They  may  get 
there — but  not  before 
months  of  ugly  squabbling 
and  finger-pointing. 

If  an  agi'eement  is 
reached,  which  seems  hke- 
ly,  it  would  produce  a  bal- 
anced budget  by  2002 — at 
least  on  paper.  A  fiscal 
deal  would  also  include  a 
package  of  modest  tax 
cuts — including  a  reduction 
in  capital-gains  levies — as 
weU  as  changes  in  Medi- 
care. And  an  agreement 
could  pave  the  way  for 
new  initiatives  to  slash 
federal  red  tape  and 
rewiite  some  key  environ- 
mental laws.  At  the  same 
time,  two  vital  long-tenn 
issues — overhauUng  Social 
Secm-ity  and  the  federal 
income  tax  code — will  be 
gi-owing  debate. 
LOTS  OF  NOISE.  The  broad  fi-amework 
for  such  a  pact  is  already  clear:  a  five- 
year  fi-eeze  on  most  domestic  spend- 
ing, small  increases  in  militai-y  outlays, 
$125  billion  to  $150  billion  in  budget 
savings  from  Medicare,  and  a  tax  cait  of 
roughly  $100  billion.  At  the  gov's  insis- 
tence, the  package  will  include  a  con- 


stitutional amendment  that  requires  a 
balanced  budget.  Clinton  and  Congi-ess 
know  they  have  to  move  quickly  before 
lawmakers  focus  on  the  1998  elections. 
"We  have  about  18  months,"  says  one 
top  Administration  official.  "After  that, 
we  can  forget  it  until  after  2000." 
Wliile  there  is  siu-e  to  be  painful  ne- 


HOUSE 


SENATE 


Melding  tax  ideas  will  be 
tricky,  though  Ways  & 
Means  Chairman  Archer 
sees  "common  ground" 

topics  of 


GOP  Majority  Leader  Lott 

is  optimistic  about  a  deal: 

"We  have  a  model.  I  feel  we 

can  get  results" 

gotiating,  Clinton  badly  wants  an  agi'ee- 
ment,  both  for  the  liistoi-y  books  and  to 
get  the  vexing  issue  beWnd  liim.  So  do 
most  Hill  Republicans,  whose  days  as 
revolutionaries  ai-e  over  for  now.  Clinton 
and  the  gop  were  a  hairbreadth  away 
from  a  deal  last  New  Year's  Eve.  Ai\d 
though  1996  campaign  politics  blew  it, 
the  outlines  tliat  emerged  from  those 
talks  will  set  the  stage  for  1997's  ef- 


forts. "We  have  a  model,"  says  Senate 
Majority  Leader  Ti-ent  Lott  (R-Miss.). 
"I  feel  we  can  get  results." 

That  is  certainly  trae  when  it  comes 
to  taxes.  Both  Clinton  and  Capitol  Hill 
Republicans  favor  a  tax  credit  for  fam- 
ilies with  childi-en,  broader  use  of  in- 
dividual reth-ement  accounts,  a  bigger 
exemption  for  estate  tax- 
es, and  theii'  own  versions 
of  a  capital-gains  tax  cut. 
The  trick  wiU  be  melding 
the  proposals  -nithout 
breaking  the  fiscal  bank. 
"I  think  we  ai-e  going  to 
be  able  to  find  some  com- 
mon gi-ound,"  predicts 
House  Ways  &  Means 
Committee  Chau-man  Bill 
Archer  (R.-Tex.). 

In  the  end,  the  two 
sides  wiU  probably  build  a 
$100  billion,  five-yeai-  tax 
cut  ai"ound  the  child  credit. 
The  ci-edit  will  be  small — 
perliaps  S300  instead  of  tlie 
$500  that  was  promised 
diuing  the  cajnpaign.  And 
it  will  be  hmited  to  mid- 
dle- and  working-class  fam- 
ihes.  Tlie  GOP  will  probably 
accept  some  version  of 
Clinton's  plan  to  give  new 
tax  breaks  for  college  tuition.  And  the 
Pi"esident  may  accept  up  to  a  50%  cut  in 
capitiil-g-ains  taxes,  but  he  will  fight  to 
tai-get  it  in  some  w-ay — either  to  startup 
businesses  or  to  middle-class  investoi-s. 

Still,  the  total  tax  cut  will  be  so 
small — no  more  than  .$25  bilhon  next 
year — that  its  imjjact  on  the  nation's 
$7.5  trillion  economy  will  be  hardly  no- 
ticeable. Broad-based  tax  restructur- 


WHAT  TO  EXPECT  FROM 
WASHINGTON  ON  KEY 
ISSUES  IN  1997 


D*M:  BUSINESS  WltK 


BUDGET  Clinton  and  con- 
gressional Republicans  will 
likely  agree  to  balance  the 
budget  by  2002.  Congress 
may  also  adopt  a  Constitu- 
tional amendment  mandating  balance 
in  future  years. 


TAXES  Look  for  tax  cuts  totaling  $100 
billion  over  five  years,  featuring  a  cred 
for  families  with  children,  a  capital- 
gains  tax  reduction,  expas 
inH  °'  IRAs,  and  estate 

lUlI,  ^  {ax  liberalization. 
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TREASURY'S  ing  would  affect  the 
RUBIN:  Flatly  economy  in  a  much 
opposed  to  a  bigger  way.  But  the 
federal  flat  tax  debate  over  shifting 
to  a  flat  tax  or  a  na- 
tional sales  tax  will  go  nowhere  next 
year.  Congi-essional  gop  leaders  dis- 
agi-ee  among  themselves  over  the 
shape  of  refonn,  and  Treasmy  Secre- 
tary Robert  E.  Rubin  is  flatly  opposed. 

Even  without  a  budget  deal,  the 
deflcit— just  $107  billion  in  1996— should 
remain  in  check  for  the  next  few  years, 
assuming  there's  no  economic  downturn 
or  costly  militaiy  crisis.  That's  because 
Budget  Director  Franklin  D.  Raines 
will  keep  a  lid  on  most  domestic  spend- 
ing whether  an  accord  is  struck  or  not, 
in  part  thanks  to  pressure  from  the 
RepubUcan-controUed  Congi-ess.  But  as 
baby  boomers  age,  entitlements  such 
as  Medicare  and  Social  Security  will 
continue  to  balloon,  and  that  will  cause 
renewed  deficit  problems  after  2000. 

As  a  result,  the  debate  over  Social 
Security  will  generate  lots  of  noise  in 


'97.  Possible  reforms  range  from  grad- 
ually raising  the  retirement  age  to  al- 
lowing some  funds  to  be  invested  in 
equity  markets  to  privatizing  the  entire 
system.  The  most  radical  reforms 
would  give  workers  big  tax  breaks  for 
savings  but  make  them  iinancially  re- 
sponsible for  their  own  retirement.  So- 
cial Security  as  it  now  exists  would  re- 
main only  as  a  safety  net  for  the 
poorest  workers.  Even  modest  changes 
will  be  enormously  controversial, 
though,  and  that  means  Social  Security 
reform  won't  be  nailed  down  for  years. 
A  QUIET  FED.  Investors  will  see  faster 
action  on  a  broad  range  of  proposals  in- 
tended to  trim  government  red  tape 
for  business.  Federal  regulators  will 
give  banks,  insurers,  and  brokerages 
new  opportunities  to  compete  with  one 
another;  Congi'ess  may  open  the  way 
for  new  competition  among  electric  util- 
ities; and  some  environmental  laws  may 
be  rewi-itten  to  ease  business  compli- 
ance in  meeting  antipollution  standards. 
While  most  policymakers  will  be  go- 


BUDGET  BRAWL 


Democrats  and  Republicans 
could  be  mired  in  ugly 
squabbling  and  finger- 
pointing  for  months  before  a 
compromise  is  hammered 
out,  but  the  good  news  is  that 
the  broad  framework  of  an 
agreement  is  already  clear, 
and  Clinton  wants  to  reach  a 
deal-both  for  the  history 
books  and  to  get  the  vexing 
issue  behind  him 


ing  full  tat  in  1997,  the  BUDGET  CHIEF 
Federal  Reserve  will  RAINES:  Likehj 
likely  remain  on  the  to  keep  a  lid  on 
sidelines — as  long  as  spending 

the    economy  keeps   

chugging  along  and  inflation  remains  in 
check.  If  labor  markets  tighten  much 
more,  if  the  financial  markets  become 
too  volatile,  or  if  economic  growth 
spui-ts  upward  once  again,  the  central 
bank  could  raise  interest  rates.  But  for 
now,  "we're  assuming  the  Fed  is  on 
hold,"  says  Joel  Prakken,  chaiiTnan  of 
consultant  Macroeconomic  Advisers. 

That  won't  be  trae  for  the  rest  of 
WasMngton.  After  the  fiasco  of  1995, 
no  capital  denizen  is  prepai-ed  to  guai-- 
antee  a  deal  on  the  budget  and  taxes. 
But  if  Chnton  and  the  GOP  can  agi'ee  on 
a  balanced  budget  and  investment-oii- 
ented  tax  cuts,  and  make  a  start  on 
refoiTning  Medicai-e  and  Social  Secmity, 
the  pols  will  have  done  their  bit  to 
make  the  markets  happy  indeed. 

By  Howard  Gleckman,  with  Dean 
Foust,  in  Washington 


ENTITLEMENTS  Clinton  and 
the  GOP  will  agree  to  slow 
Medicare  growth.  They  will 
'J*J'^,  also  start  looking  at 

longer-term  reform  of 
.ocial  Security,  but  don't  expect 
ction  in  1997. 


REGULATIONS  Watch  for  a  big  push  to 
deregulate  the  electric-utility  industry 
and  rewrite  environmental  laws  to  ease 
compliance.  Regulators 
will  continue  to  break 
down  barriers  between 
banks  and  brokers. 


MONETARY  POLICY  With 
prices  stable  and  growth 
solid,  the  Fed  should 
spend  much  of  1997  on 
the  sidelines,  unless  surging  stock 
prices  give  Fed  Chairman  Greenspan 
more  reason  for  concern. 
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FEARLESS  FORECASTS 


End  of  the  Bull  Session? 

Most  strategists,  although  wrong  in  '96,  again  expect  stocks  to  rein  in  their  run 

m 


"arket  mavens  are  nursing  a 
bad  case  of  whiplash.  Most  of 
-the  42  strategists  surveyed  by 
BUSINESS  WEEK  a  year  ago  saw  their 
yearend  forecasts  surpassed  within  the 
first  few  months  of  1996.  The  consen- 
sus view  then  was  for  the  Dow  Jones 
industrial  average  to  rise  5%  and  end 
the  year  at  5430.  But  the  Dow  passed 


5430  in  early  Febnaary 
and  is  838  points  high- 
er, at  6268.  The  Dow's 
1996  gain:  22.5%. 

Only  three  strate- 
gists in  la.st  year's  sur- 
vey even  predicted 
that  the  Dow  would 
reach  6000.  .Just  one  of 
those  three,  Dain 
Rosworth  Inc.'s  techni- 
cal analyst,  Robert  F. 
Dickey,  forecast  a  Dow 
that  would  top  6000 
(page  .52).  One  year  lat- 
er, forecasts  for  the 
Dow  range  from  4400 
to  7500,  with  the  aver- 
age calling  for  a  Dow 


BEAR  CALLS 


Forecasts  for  the 
Dow  range  from  4400 
to  7500-with  the 
average  calling  for  a 
gain  of  5%,  to  6587- 
but  the  prospect  of 
slower  growth  in 
corporate  earnings 
is  weighing  down 
many  of  the  analysts' 
predictions 


at  6587  by  the  end  of  the  yeai- — a  gain 
of  about  5%.  The  Standard  &  Poor's 
500-stock  index  is  expected  to  do  slight- 
ly better,  gaining  6.2%.  The  nasdaq 
Composite  index,  however,  is  projected 
to  end  1997  with  an  underwhelming 
3.2%  gain. 

The  prospect  that  earnings  gi'owth 
will  slow  weighed  down  many  1997 
market  forecasts. 
"What's  been  driving 
the  stock  market  is 
earnings,  and  if  eai'n- 
ings  appear  to  be  com- 
ing down  in  1997,  the 
stock  market  will  come 
down,  too,"  says 
Richard  Davis  Jr.  of 
Dallas-based  Rauscher 
Pierce  Refsnes  Inc. 
Davis  thinks  that  af- 
ter rising  7%,  to  6800, 
by  midyear,  the  Dow 
will  slide  to  GOOO  and 
end  the  year  down 
more  than  4%. 

A  double-digit  drop 
is  exijected  by  Michael 


Metz,  market  strategist  at  Oppen- 
heimer  &  Co.  Metz  looks  for  a  12%  fall 
to  bring  the  Dow  to  5600.  "I  think 
we're  going  to  see  a  serious  erosion  in 
profit  mai'gins,"  he  says.  Metz  has  been 
waiting  a  while  for  faUing  profits  and 
rising  rates  to  drag  down  the  Dow. 
"I've  been  wong  most  of  the  year,  and 
I've  been  40%  in  cash,"  he  notes.  A 
yeai"  ago,  Metz  expected  a  Dow  of  4S05 
by  yearend  1996.  Salomon  Brothers 
Inc.'s  David  Shulman  also  expects  the 
Dow  to  tumble.  "Our  view  is  for  earn- 
ings to  gi'ow  at  5%  and  for  interest 
rates  to  be  modestly  liigher,"  he  says. 
"Tliat's  an  environment  for  quite  a  bit 
of  disajjpointment."  Shulman  envisions 
a  Dow  of  5750  by  yearend. 
"MANIC  EUPHORIA."  Some  mai-ket  seers 
paint  an  even  gloomier  picture.  Her- 
zog.  Heine,  Geduld  Inc.'s  Da\id  B.  Bos- 
tian  .Jr.  calls  for  a  bear  market.  "Manic 
euphoria  has  won  out  over  rationali- 
ty," he  says.  "It  may  liold  out  until  the 
end  of  tlie  quarter,  or  tlie  end  of  the 
year,  because  of  mutual-fund  money 
flowing  in."  Bostian  thinks  tliat  a  lot  of 
the  jM-ofit  gains  tliat  have  now  become 
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NAME/FIRM 

DDW JONES 
INDUSTRIAL  AVERAGE 

MIDYEAR  VEARENO 

STANDARD  8, 
POOR'S  500 

YEAREND 

NASDAQ 

COMPOSITE    ASSET  ALLOCATION 

YEAREND  STOCKS  BONDS  CASH 

FAVORITE 
STOCK  SECTOR 

FAVORITE 
STOCK 

GREG  A.  SMITH  Prudential  Securities 

7000 

7500 

850 

1350 

80% 

20% 

0% 

Financials 

Avon  Products 

ROBERT  S.  ROBBINS  Robinson-Humphrey 

7100 

7400 

860 

1500 

60 

35 

5 

Technology 

LCI  International 

JOHN  J.  WHITE  Interstate/Johnson  Lane 

6800 

7250 

825 

1475 

50 

35 

15 

Cons,  staples  Food  Lion 

GLARE  W.  ZEMPEL  Kobert  W.  Baird  &  Co. 

6935 

7250 

810 

1350 

70 

20 

10 

Health  care 

St.  Jude  Medical 

1  AQ7I  n  niDIUVI    ID     Rlrinwi  &c-fnf>iniat> 

LAo^Lu  Dininii  uH,  Dinnyi  MSSOCiaiBS 

7000 

7200 

800 

1350 

80 

10 

10 

Financials 

Citicorp 

ALFRED  GOLDMAN  A.G.  Edwards  &  Sons 

6800 

7200 

830 

1400 

90 

10 

0 

Retail 

Reading  &  Bates 

DENNIS  TELZROW  Principal  Financial  Sees. 

6600 

7200 

830 

1450 

55 

30 

15 

Energy 

Offshore  Energy  Dev. 

G.  JACOBSEN  Trevor  Stewart  Burton  &  Jacobsen 

7175 

7175 

845 

1425 

70 

30 

0 

Cons,  staples  Olsten 

biEVcN  RETNOLOS  Zuricn-Kemper  Investments 

5000 

7100 

820 

1450 

90 

0 

10 

Tpphnnlnou 

r\yaer  oysiem 

addt  JUotrn  bUHcN  boidman  oacns 

— 

7050 

815 

1475 

60 

25 

15' 

Tpphnnlncru 
1  c\j  1 1 1  lu  1  u^y 

Sun  Microsystems^ 

DAVID  A.  KENWOOD  Raymond  James  &  Assoc. 

6850 

7050 

805 

1280 

70 

20 

10 

Services 

Vencor 

EDWARD  G.  RILEY  BankBoston 

6850 

7050 

815 

1383 

60 

35 

5 

Energy 

Arterial  Vascular  Eng. 

JOSEPH  H.  BARTHEL  Fahnestock  &  Co. 

6700 

7000 

830 

1450 

70 

30 

0 

Technology 

Cisco  Systems 

JOSEPH  BATTIPAGLIA  Gruntal  &  Co. 

6600 

7000 

810 

1450 

80 

20 

0 

Technology 

ITT  Industries 

GHAHLcS  J.  PRADILLA  Cowen  &  Co. 

6700 

7000 

815 

1450 

60 

35 

5 

Technology 

Boeing 

JEFF  APPLEGATE  Lehman  Brothers 

6650 

6950 

817 

— 

70 

30 

0 

Financials 

Citicorp 

ANTHONY  F.  DWYER  Rickel  &  Associates 

6300 

6950 

— 

— 

50 

30 

10 

Technology 

Filene's  Basement 

ALAN  F.  SKRAINKA  Edward  Jones 

6750 

6950 

810 

1375 

65 

25 

10 

Technology 

PepsiCo 

EUGENE  E.  PERONI  JR.  Janney  Montgomery  Scott 

6150 

6925 

— 

100 

0 

0 

Technology 

Honeywell 

JERRY  DOMBCIK  McDonald  &  Co. 

5200 

6900 

/■:■• 

1280 

90 

0 

10 

Technology 

Charming  Shoppes 

DON  R.  HAYS  Wheat  First  Butcher  Singer 

6600 

6900 

810 

1550 

90 

10 

0 

Technology 

Oracle  Systems 

TONY  HOWARD  First  of  Michigan 

5900 

6900 

795 

1350 

50 

25 

253 

Financials 

Nematron 

HUGH  JOHNSON  First  Albany 

6700 

6900 

800 

1380 

45 

45 

10 

Technology 

Intel 

ROY  M.  BLUMBERG  Josephthal  Lyon  &  Ross 

6150 

6800 

780 

1360 

50 

30 

20 

Cons,  staples  Albertson's 

FELIX  W.  ZULAUF  Zulauf  Inv.  Mgmt.  AG 

5800 

6800 

790 

1500 

40 

50 

10 

Technology 

Nokia 

0.  CRANE  Spears,  Benzak,  Salomon  &  Farrell 

6350 

6650 

760 

1400 

85 

10 

5 

Financials 

AirTouch  Comms. 

ELIZABETH  J.  MACKAY  Bear  Stearns 

6250 

6600 

760 

1390 

55 

35 

10 

Services 

360'  Communications 

JOHN  H.  SHAUGHNESSY  Advest  Group 

6200 

6600 

770 

1300 

50 

30 

10 

Energy 

Action  Perf.  Cos. 

RON  NIEDZIELA  Kirkpatrick  Pettis 

6433 

6550 

756 

1252 

60 

20 

20 

Energy 

Koala  Corp. 

RAO  CHALASANI  EVEREN  Securities  >'' 

7200 

6500 

755 

1275 

55 

20 

25" 

Technology 

Centennial  Cellular 

ERIC  T.  MILLER  Donaldson  Lufkin  &  Jenrette 

5900 

6400 

730 

1200 

50 

40 

10 

Financials 

IMC  Global 

WILLIAM  L.  PATERNOTTE  Alex.  Brown  &  Sons 

6200 

6400 

750 

1300 

60 

20 

20 

Services 

Corporate  Express 

THOMAS  M.  KERESEY  Palm  Beach  Invest.  Adv. 

6550 

6375 

740 

1300 

80 

10 

10 

Financials 

Intel 

GAIL  M.  DUDACK  UBS  Securities 

5100 

6300 

750 

1300 

45 

30 

25 

REITs/Utils. 

Elec.  Data  Systems 

PETER  ANDERSON  American  Express  Fin.  Svcs. 

6450 

6250 

730 

1240 

75 

0 

25 

Energy 

Silicon  Graphics 

MARSHALL  ACUFF  Smith  Barney 

7000 

6200 

720 

1150 

50 

40 

10 

Health  care 

Eli  Lilly 

RICHARD  DAVIS  JR.  Rauscher  Pierce  Refsnes 

6800 

6000 

725 

1200 

65 

25 

10 

Health  care 

Input/Output 

EDWARD  P.  NICOSKI  Piper  Jaffray 

6200 

6000 

710 

1000 

30 

50 

20^ 

Energy 

Unocal 

ANDREW  FLEMING  Gartmore  Global  Partners 

5800 

5800 

800 

1400 

80 

10 

10 

Health  care 

State  of  the  Art 

DAVID  SHULMAN  Salomon  Brothers 

6200 

5750 

675 

1050 

45 

35 

20 

Energy 

Dresser  Industries 

ROB  BROWN  Ferris,  Baker  Watts 

6045 

5610 

645 

1020 

40 

30 

30 

Gold 

Central  Fnd. Canada 

MICHAEL  METZ  Oppenheimer  &  Co. 

5100 

5600 

710 

1070 

40 

30 

30 

Energy 

Polaroid 

MARC  J.  DION  Ziegler  Asset  Management 

5800 

5500 

550 

1050 

90 

0 

10 

Energy 

Mobil 

DAVID  B.  BOSTIAN  JR.  Merzog,  Heine,  Geduld 

5200 

4550 

530 

905 

25 

35 

40''' 

Utilities 

ROBERT  F.  DICKEY  Dain  Bosworth 

4800 

4400 

525 

850 

70 

10 

20 

Energy 

Barrick  Gold 

CONSENSUS 

6384 

6587 

766 

1302 

63.7 

24 

12.3 

'Includes  5%  In  Goldman  Sachs  Commodities  Index  ^Eqiial  favorites  include  Delta  Air  Lines  and  AFLAC  'Includes  5%  In  alternative  investments 
'Includes  5%  in  real  estate  and  5%  in  commodities    ^Large-cap  only   ''Includes  10%  in  gold  or  gold  stocks 
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THE  FRAMEWORK 


FEARLESS  FORECASTS 


the  bogey  were  helped  by  nonrecur- 
ring I'estnicturings.  "Companies  can't 
raise  prices,  so  if  costs  stait  creeping 
up,  mai-gins  will  get  squeezed  viciously 
and  companies  will  cut  prices  to  retain 
mai-ket  share,"  he  says.  Bostian  thinlts 
the  Dow  will  plunge  to  4550. 

In  the  bullish  camp,  Pnidential  Se- 
cm-ities  Inc.'s  Greg  A.  Smith  is  bellow- 
ing the  loudest.  He  figiu-es  that  strong 
money  flows  into  equities  and  a  world- 
wide economic  sciipt  of  "modest  growth 
with  very  modest  inflation"  vidll  help 
send  the  Dow  up  almost  20%.  Federal 
Reserve  Chairman  Alan  Greenspan's 
recent  questioning  of  whether  there 
was  "in-ational  exuberance"  in  the  stock 
market  has  Smith  nervous,  however. 
"My  concern  is  that  if  Alan  Greenspan 
and  the  rest  of  the  Fed  consider  the 
stock  market's  ebullience  irrational, 
they  could  tiy  to  do  something  about 
it,"  he  says  in  a  recent  report. 
ROTATION.  Double-digit  gains  are  also 
forecast  by  Robert  S.  Robbins,  mai'ket 
sti-ategist  at  Robinson-Humphi-ey  Co.  in 
Atlanta.  He  just  raised  his  1997  ceiling 
for  the  Dow  from  6500  to  7400.  Rob- 
bins  expects  inflation  feai's  to  moderate 
due  to  an  economic  slowdown  and  ex- 
pects earnings  to  clock  in  at  about  7% 
to  8%.  A  Dow  of  7050  is  forecast  by 
one  of  1996's  most  vocal  bulls,  Abby 


Joseph  Cohen  of  Goldman,  Sachs  &  Co. 
"I'm  expecting  stock  prices  on  the  ma- 
jor indices — ^the  s&p  500  and  the  Dow — 
to  increase  roughly  in  line  with  earn- 
ings," says  Cohen. 

Many  strategists  are  feeling  jittery 
after  the  bull's  long  ran,  but  the  aver- 
age aflocation  going  to  stocks — 63.7% — 
tops  the  61.5%  that  market  mavens 
recommended  last  year.  Meanwhile,  the 
allocation  to  bonds  has  di'opped  from 
29.4%,  to  24%.  And  cash  has  been 
jacked  up  to  12.3%,  from  9.1%. 

Sluggish  stock  prices  would  make 
picking  the  right  stock  sectors  even 
more  cracial  in  1997.  "The  most  money 
to  be  made  in  the  stock  market  next 
year  will  come  from  group  rotation 
rather  than  a  market  move,"  says  Rao 
Chalasani,  chiei;  investment  strategist  at 
EVEREN  Securities  Inc.  The  favored 
sectors  for  1997:  technology,  energy, 
and  financials. 

The  tech  sector  was  also  a  favorite  a 
year  ago.  In  fact,  four  of  the  six  best- 
performing  stock  picks  in  last  year's 
survey  were  tech  stocks.  The  grand 
prize  goes  to  McDonald  &  Co.'s  Jerry 
Dombcik:  As  of  Dec.  16,  Dombcik's  pick, 
Brightpoint  Inc.,  a  distributor  of  cellular 
telephones,  was  up  about  160%.  The 
worst-performing  stock  was  Glenayre 
Technologies  Inc.,  the  choice  of  First 


Albany  Corp.'s  Hugh  Johnson,  which 
lost  47.3%.  More  than  a  thii-d  of  the  gu- 
rus in  last  year's  survey  beat  the  s&p 
500's  17%  gain,  and  close  to  a  third  beat 
the  Dow's  22.5%  gain. 

The  stock  market's  advance  has 
been  concentrated  in  big  blue  chips, 
but  a  number  of  strategists  say  that 
small-cap  stocks  could  outperform 
large  caps  in  1997.  Cohen  expects  the 
NASDAQ  index  to  rise  to  1475  because 
of  "somewhat  better  earnings"  and  be- 
cause small  caps'  relative  underper- 
formance  in  1996  means  they  may 
catch  up  with  large-cap  stocks  in  the 
coming  year.  Janney  Montgomery 
Scott  Inc.'s  Eugene  E.  Peroni  Jr.,  how- 
ever, feels  that  "there  is  too  much  feai" 
and  loathing"  in  the  mai-ket  for  small- 
cap  stocks  to  participate  in  the  stock 
market  advance  he  forecasts  for  the 
latter  half  of  1997.  "It  will  still  be  the 
'Nifty  50'  stocks  that  advance,"  he 
says.  "People  wiU  stOl  seek  perceived 
safety  and  liquidity." 

In  1996,  the  stock  mai'ket  roared  past 
the  consensus  forecast  for  the  second 
year  in  a  row^.  At  this  juncture,  the  risk 
of  a  correction  is  cei-tainly  greater  than 
it  was  a  year  ago.  But  investors  should 
keep  in  mind  that  the  pessimism  among 
top  strategists  may  be  overdone. 

By  Suzamie  Woolley  in  New  York 


TOP  GURU 


Last  Year's  Prize  Bull  Isn't  Exactly  Bellowing 


When  BUSINESS  week's 
yearend  issue  showed  up 
at  his  office  in  late 
December,  1995,  Robert  F.  Dick- 
ey got  a  shock.  A  few  weeks  ear- 
lier, Dickey  had  filled  out  a  mar- 
ket forecast  survey,  predicting 
that  the  Dow  Jones  industrial 
average  would  vault  to  6300  by 
the  end  of  1996.  "I  was  really  " 
surprised  to  see  the  next  high- 
est forecast  at  6000,  and  that  I 
was  5%  higher,"  he  says.  "Then 
the  market  beat  even  my  fore- 
cast, before  falling  back.  It's 
incredible." 

Dickey,  technical  analyst  at 
Minneapolis-based  Dain  Bosworth 
Inc.,  doesn't  boast  about  forecast- 
ing models  or  pontificate  about 
technical^  indicators.  "To  pick  a  yeai-end  forecast  is  luck,  I 
admit  it,"  he  says.  "I  thought  my  estimate  was  a  long 
shot."  But  since  the  stock  market  had  been  averaging  an 
annual  17%  gain  since  1982,  he  didn't  think  his  forecast 
was  totally  out  of  line.  "The  fact  that  economic  gi-owth 


DICKEY:  The  market  is  close  to  a  correction 


was  so  steady  and  sustained 
made  it  pretty  easy  to  expect  the 
mai-ket  to  do  the  same,"  he  says. 

Now,  however,  Dickey  says  the 
market  is  close  to  a  coiTection. 
He  doesn't  envision  a  prolonged 
bear  mai'ket,  but  he  does  forecast 
20%  to  30%  drops  for  the  Dow, 
Standard  &  Poor's  500-stock  in- 
dex, and  Nasdaq  Composite  in- 
dex. "There  are  more  problems 
on  the  horizon  now  than  there 
were  a  year  ago,"  he  says.  "A 
rise  in  energy  prices  over  the 
next  few  months  wnll  translate 
into  higher  inflation  overall, 
which  will  negatively  affect  inter- 
est rates,  and  the  stock  and  bond 
market  will  follow  like  dominoes." 
Dickey's  stock  pick  for  1996 
was  one  of  the  biggest  winners  in  last  year's  survey.  His 
choice,  U.  S.  Surgical  Corp.  was  up  75.3%  as  of  Dec.  16. 
His  favorite  stock  now:  Banick  Gold  Corp.  Gold?  That's  a 
bear  gi'owl  if  there  ever  was  one. 

By  Suzanne  Woolley  in  New  York 
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STRATEGIES  FOR  STOCKS 


TECHNOLOGY 


High  Tech  Is  Wired  for  Rewards 

New  products  and  the  Internet  are  likely  to  keep  these  jumpy  stocks  moving  skyward 


It  took  guts  to  buy  tech- 
nology stocks  in  1996. 
Even  the  fastest-grow- 
ing companies  risked  merci- 
less pummeling  at  the  slight- 
est whiff  of  bad  news.  Yet 
investors    who    braved  the 
volatile  industry  were  richly  re- 
wai-ded  as  high-tech  stocks  con- 
tinued theii'  joiuTiey  skyward.  The 
bellwether  Pacific  Stock  Exchange 
Tech  Index  is  up  22%  through  Dec. 
13,  handily  beating  the  Standai-d 
&  Poor's  500-stock  index  and 
continuing  a  boom  that  has  per- 
sisted for  more  than  two 
years.  Since  tech  stocks  took 
off  in  June,  1994,  the  pse 
Tech  Index  has  risen  a  bHs- 
tei-ing  129%. 

Win  tech  stocks  finally  de- 
flate in  1997?  Not  likely,  say 
some  of  the  top  high-tech 
mavens.  These  companies  remain 
the  focal  point  of  a  world  econo- 
my rapidly  adjusting  to  techno- 
logical change  and  are  big 
beneficiaries  of  corporate  and 
consumer  spending.  High-tech 
profits  rose  25%  this  year  and 
will  grow  an  estimated  26% 
in  '97 — ^faster  than  any  other 
industry,  says  John  W. 
Ballen,  a  small-  and  mid- 
cap  fund  manager  at  Mass- 
achusetts Financial  Services 
Co.  in  Boston.  What's  more, 
high-tech  profits  wall  rise  at  a 
time  when  overall  corporate 
profit  gi-owth  is  expected  to  slow  to 
around  10%,  from  16%  in  1996.  'Teo- 
ple  continually  underestimate  the  val- 
ue of  innovations"  in  the  high-tech  in- 
dusti-y,  says  Kevin  Landis,  co-manager 
of  this  year's  top-peifoi-ming  stock  fund, 
the  Interactive  Investments  Technology 
Value  Fund,  up  65%  through  Dec.  13." 

Analysts  point  to  numerous  reasons 
why  high  tech  will  rale  again  in  1997. 
For  one  thing,  the  general  envh-onment 
will  be  conducive  to  gi'owth:  The  econ- 
omy is  vibnmt,  interest  rates  are  low, 
and  inflation  is  tepid.  For  another,  the 


industry  is  heading  into  major  new 
product  cycles.  Intel  Corp.'s  Pentium 
Pro  processor  is  due  out  next  year  and 
should  drive  PC  and  software  sales 
higher.  Services  to  support  customers 
setting  up  complex  networks  and 
preparing  to  update  systems  for  the 
year  2000  will  also  be  in  demand.  Fi- 
nally, the  building  of  the  Internet  con- 
tinues, and  new  generations  of  cellu- 


lar telephones,  modems,  and 
other  devices  will  become 
available. 
While  the  outlook  is  bright 
for  the  high-tech  industry,  the 
question  remains  whether  some 
tech  stocks  are  fully  valued  or 
even  ovei-priced.  Keep  in  mind 
that  stock  values  are  based 
on  futm-e  results,  and  valua- 
tions that  appear  ridicu- 
lously high  may  be  reason- 
able if  a  company's  profits 
ai"e  expected  to  keep  pace. 
For  instance,  Pi*emisys  Com- 
munications Inc.,  which  devel- 
ops means  for  sepai'ating  com- 
puter from  voice  data  on  copper 
wire,  will  see  its  business  soai-  k  it 
can  persuade  telephone  companies 
to  buy  its  products.  At  a  recent 
price  of  $50  a  shai'e,  if  s  trading  at  a 
hefty  55  times  expected  1997  profits. 
But  Scott  W.  Schoelzel,  manager  of 
Janus  Olympus  Fund,  thinks  the 
price   is   reasonable,  since 
Premisys'  profits  stand  a  good 
chance  of  doubling  next  yeai*. 
DIFFERENT   ROUTES.    Still,  in- 
vestor need  to  ti-ead  cautiously. 
"Anj'tlung  with  a  p-e  over  40 
is  vulnerable  to  disappoint- 
ment," saj'B  Ballen.  Indeed,  the 
liigher  the  price-earnings  mul- 
tiple, the  more  likely  it  is  that 
the  stock  could  be  ci-ushed  at  the 
fii'st  sign  of  bad  news,  even  if  prof- 
its remain  strong. 

There's  more  than  one  route 
through  the  technologj'  minefield, 
provided  you  understand  the  com- 
panies you're  investing  in.  Consider 
the  different  paths  taken  by  the  top 
two  tech  funds  tliis  year.  Interactive 
Investments  owned  mainly  semicon- 
ductor stocks,  while  runner-up  pbgh 
Technology  &  Communications  Fund 
focused  on  networking  and  tech-ser- 
vices companies. 

Even  if  you  don't  know  a  packet 
switch  fixim  a  light  switch,  you  can  still 
find  small  wa;\^  to  play  liigh  tecli.  Many 
investors  like  the  prospects  for  the 


BEST  BET 


★  PC  POWER  SURGE  Large  personal-computer  makers,  such  as  Compaq  and  Dell,  should  benefit  as 
companies  upgrade  to  Intel's  Pentium  Pro  microprocessor 
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buy  anything  under  20%  earnings 
growth  a  year,  so  I  stay  away 
from  IBIVl.  But  there  are  other 


lai'gest  companies. 
Schoelzel  is  bullish 
on  Miax3soft,  Com- 
paq Computer,  and 
Cisco  Systems,  all 
leadei-s  in  theii-  in- 
dustries.  "The 
strong  ai'e  getting 
stronger,"  he  says. 
Several  analysts 
recently  upgi-aded 
Intel's  stock  after 
management  made 
upbeat  predictions 
about  demand  for 
its  semiconductoi-s 
and  higher  profit 
margins.  On  Dec. 
11,  Menill  Lynch's 
Thomas  Km-lak 
raised  his  1997 
earnings  estimate 
on  Intel  to  $9  a 
share,  from  $7.70, 
and  said  the  stock 
could  i-ise  fi-om  the 
.S130  to  $140  i-ange 
to  .$200  within  the  year-. 

Schoelzel's  top  pick  is  his  ftmd's 
lai-gest  holding,  IBM.  The  easy  money 
in  IBM  has  been  made,  after  its  recent 
run  to  a  high  of  $166  a  share.  But 
Schoelzel  thinks  it  will  go  still  higher. 
IBM  has  refi-eshed  its  product  line  and 
has  a  dominant  position  in  technology 
consulting.  At  $1.50  a  shai-e,  IBM  is  ti-ad- 
ing  at  only  12  times  1997  earnings. 
Schoelzel  argues  that  if  profits  gi'ow 
8%  to  10%  next  year,  as  he  expects, 
IBM  should  justify  a  multiple  closer  to 
1-5,  which  would  shoot  the  stock  up 
near  $200  a  share. 

Ronald  E.  Elija,  manager  of  the 
Robertson,  Stephens  Information  Age 
Fimd,  up  .31.7%  this  year,  favors  most 
large  PC  makers  and  networking  com- 
panies. Compaq,  Dell  Computer,  and 
Gateway  2000  will  all  benefit  as  Coi-po- 
rate  America  upgrades  to  Intel's  Pen- 
tiimi  Pro  processor  and  Microsoft's  Of- 
fice '97  and  NT  software.  In  networking, 
he  likes  Ascend  Communications,  3Com, 
and  Cabletron  Systems — all  big  players 
in  the  gi'owth  of  the  Internet. 
SWEET  SOFTWARE.  Some  tech  investors 
think  the  momentum  of  large-cap  stocks 
may  slow  in  1997,  and  smaller  issues 
may  come  into  favor.  Networking  com- 
panies appear  at  the  top  of  many  in- 
vestors' Hsts,  and  there's  no  shortage  of 
names.  David  Pearl,  co-manager  of  the 
Landmark  Small  Cap  Equity  Fund,  up 
36.6%  through  Dec.  16,  says  one  of  his 
top  picks  is  Uniphase  Corp.,  which 
makes  technology  that  lets  cable  com- 
panies upgi-ade  to  500  channels.  At  a 
recent  price  of  $50  a  share,  it's  trading 
at  50  times  1997  profits.  But  Peai-1  says 
it's  a  buy  nonetheless,  because  profits 


John  S.  Force,  manager  of  the  PBGH  Technolo- 
gy &  Communications  Fund,  is  one  of  this 
year's  hottest  tech-fund  managers.  Through 
Dec.  13,  his  fund  was  up  52.2%. 

ON  WHETHER  TECH  STOCKS  ARE  OVER- 
VALUED: Compared  to  their  growth  rates,  ab- 
solutely not.  The  companies  in  my  portfolio 
had  60%  earnings  growth  this  year  and  wi 
grow  44%  next  year.  To  say  the 
market's  too  expensive  relative  to 
the  growth  potential  is  incorrect. 

ON  WHETHER  URGE  TECH 
STOCKS  ARE  SAFER  THAN  SMALL 
ONES:  It's  better  to  own  a  combi- 
nation of  these  companies.  I  won't 


large  companies  growing  20%  or  more,  such 
as  Microsoft  and  Cisco  Systems. 

ON  THE  LIKELIHOOD  OF  A  CORRECTION: 

Corrections  are  normal.  There  have  only 
been  two  years  since  1984  when  tech 
stocks  didn't  drop  at  least  10%.  Investors 
better  be  prepared. 


JOHN  FORCE 

Manager, 
PBGH  Texhiwlogy 


ON  HIS  FAVORITE  SECTORS:  I  like 
Internet  network  equipment  com- 
panies but  not  service  providers. 
I  also  like  software  companies, 
including  makers  of  help-desk 
and  electronic  design  automation 
software.  I  like  technology  service 
companies.  I  don't  own  a  mean- 
ingful percentage  of  semiconduc- 
tor stocks,  but  I  probably  will  own 
more  as  1997  evolves. 


"TO  SAY  THE  MARKET'S  TOO 
EXPENSIVE... IS  INCORRECT" 


should  double  next  year.  Another  Pearl 
favorite  is  Network  General  Corp.,  a 
maker  of  network  diagnostic  tools.  Pearl 
thinks  the  company  could  be  a  buyout 
candidate  as  larger  rivals  expand  their 
focus  on  network  servicing. 

Another  hot  area  is  software,  where 
companies  often  have  high  profit  mar- 


SEVEN  SAVVY 
TECHNOLOGY  PLAYS 


STOCK 


PRICE*     PRICE-EARNINGS  RATIO" 


CABLETRON       36'/  24 
Entering  new  product  cycle,  p-e  is 
below  tfiat  of  peers 


CISCO  63'/.  29 

Dominant  force  in  networking  will  keep 
getting  stronger 


COMPAQ  WA  13 

Largest  PC  maker  will  benefit  from 
migration  to  NT,  Pentium  Pro  processor 


IBM  148/8  12 

Strong  turnaround  story,  coupled  with 
stock  buyback  and  healthy  earnings 
growth,  restores  blue-chip  status 


INTEL  1271^  17 

Volatility  makes  it  risky,  but  it  still 
moriopolizes  chip  biz;  earnings  per 
share  should  grow  sharply  in  1997  _  _ 

Ve'vELOnV      36  31 

Big  potential  in  nifty  technology  for 
boosting  capacity  of  copper  wire 

'microsoft       76/  38 

Entering  new  product  cycles  with 
Office  '97  and  NT 

'Dec,  16  "Based  onl997  earnings  eslimalcs 

DAfA;  BUSINESS  WEEK  SURVEY  OF  FUND  MANAGERS, 
/ACKS  EARNINGS  fSIIMATES 


gins.  John  S. 
Force,  manager  of 
the  PBGH  tech 
fund,  likes  Para- 
metric Technology 
Corp.,  which 
makes  computer- 
aided  design  soft- 
ware and  is  tak- 
ing business  away 
ft-om  bigger  com- 
panies, while  sus- 
taining profit  mai- 
gins  in  the  40% 
range.  Force  also 
likes  Inso  Corp., 
an  outfit  that 
makes  spell-check- 
ing and  related 
software  for  text 
publishing  and  has 
a  key  customer  in 
Microsoft. 

The  high-tech 
industry  is  filled 
with  fast-growing 
niche  companies, 
and  that's  where  many  investors  think 
the  big  opportunities  lie.  Roland  GilMs, 
co-manager  of  Putnam's  Voyager  Fund, 
favors  EMC  Corp.,  which  has  50%  of  the 
market  for  large  data-storage  systems. 
Gfllis  says  a  price  war  is  ending  in  emc's 
market  and  1997  profits  should  gi'ow 
50%.  He  also  hkes  Shiva  Coi-p.,  which 
makes  switches  for  local-area  networks. 
The  stock  has  fallen  shai-ply  in  recent 
months,  but  Gillis  says  that's  unwai-- 
ranted  since  profits  should  jump  to  $1.20 
a  share  next  year,  fi'om  70(2  in  1996. 
A  KILLING  IN  3-D.  Landis'  favorites  ai-e 
the  most  volatile  tech  stocks  of  all:  chip 
companies.  He  likes  Level  One  Com- 
munications Inc.,  wliich  hopes  to  bene- 
fit from  the  Internet's  growth  with 
technology  that  expands  the  capacity  of 
telephone  wii-e.  He  also  picks  Avant!, 
which  specializes  in  technology  for  sub- 
micron  chip  design,  and  specialty  cliip- 
makers,  including  Altera,  Lattice  Semi- 
conductor, and  Xilinx. 

His  only  play  closely  tied  to  tlie  per- 
sonal-computer industry  is  S3  Inc..  the 
leading  maker  of  gi-apliics  cliips  for  pes. 
S3  stands  to  make  a  killing  in  the 
gi-owth  of  3-D  computing  next  year — if 
Intel  doesn't  steal  its  thunder  with  a 
new  gi'aphics  chip  of  its  own.  Landis 
warns  that  "S3's  leadership  may  only 
last  six  months." 

Sudden  swings  in  company  fortunes 
are  the  hallmark  of  the  high-tech 
industry.  Investors  shouldn't  be  sur- 
prised to  sec  v\nld  gyrations  in  indi- 
vidual stocks  or  vicious  corrections 
in  the  entire  sector.  But  for  the 
patient  investor,  high  lech  is  the 
place  to  be. 

By  Geoffyrij  Smith  in  Boatov 
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STRATEGIES  FOR  STOCKS 


MEDIA 


The  Giants  May  Hit  Their  Stride 


Good  deals  could  include  Disney  and  Viacom 


Globalization  and  new  technolo- 
gies— hallmarks  of  the  New 
Economy — are  having  a  pro- 
foimd  impact  on  media  giants.  Tliat  im- 
pact is  both  positive  and  negative.  But 
most  analysts  behave  that  the  recently 
pummeled  stocks  of  most  of  the  big 
media  conglomerates  are  poised  for  a 
shai-p  recovery. 

Fresh  international  markets  for 
U.  S.-produced  content  ai-e  opening  up, 
allowing  the  media  companies  to  gen- 
erate billions  in  additional  revenue  sim- 
ply by  selling  existing  content  to  new 
audiences.  That's  what  happened  when 
"^'iacom  Chah-man  Sumner  M.  Redstone 
sti-uck  a  $2  billion,  lO-yeai-  deal  in  Apiil 
for  Pai-amount's  movies  and  TV  shows 
to  ail'  on  the  KirchGroup's  TV  system  in 
Gennany. 

And  back  in  the  U.S.,  novel  tech- 
nologies are  aUovsdng  media  companies 
to  repackage  and  sell  theu-  content  dif- 
ferently. Take  Time  Warner's  Home 
Box  Office.  In  1992,  before  direct-broad- 
cast satelhtes  took  off,  hbo  counted 
only  100,000  new  subscribers.  In  1995 
and  1996,  hbo  logged  5.4  miUion  new 
customers.  About  half  of  those  are  DBS 
subscribers  who  receive  a  special 
"multiplex"  thi-ee  channels  of  hbo. 

But  electronic  deUvery  systems  and 
media  outlets  don't  always  live  up  to 
theii-  hype.  Lai-gely  thanks  to  problems 
at  its  Yn-gin  Interactive  unit,  Viacom 
Inc.'s  Spelling  Entertainment  lost  $10 
million  in  the  first  nine  months  of  the 
year.  Despite  huge  stai-tup  costs,  lime 
Wamei-'s  Full  Sei-vice  Network  inter- 
active-TV  trial  in  Orlando  has  never  been 
rolled  out  elsewhere.  And  the  entu'e  ca- 
ble industry  has  been  trampled  as  it 
failed  to  meet  repeated  promises  that 
some  new  technological  advancement — 
telephony,  cable  modems,  or  digital  TV — 
would  soon  be  widely  available. 

While  media  companies  are  in  many 
cases  poised  to  make  gi-eat  gains,  their 
stocks  have  taken  a  beating  as  a  gi-oup. 
Many  companies  ai-e  still  digesting  huge 
acquisitions  made  in  recent  years.  And 
investore  are  unceitain  about  the  liisting 
imjjact  on  these  companies  of  new  tech- 
nologies and  access  to  new  markets 
overseas.  Standard  &  Poor's  broad- 
cast/media gi-oup  lost  over  19.5%  of  its 
value  in  the  year  ending  Dec.  16. 


Analysts  agree, 
though,  that  the  worst 
is  likely  beliind  many 
of  the  media  giants. 
Some  of  the  companies 
seem  poised  for  sharp 
improvements  in  cash 
flow.  At  the  least,  the 
downside  risk  seems 
minimal.  Says  State 
Street  Research  Inc.'s 
Larry  Haverty,  who 
oversees  positions  in 
Time  Warner,  Walt 
Disney,  and  News 
Corp.:  "You  can't 
break  your  neck 
falling  out  of  a 
basement." 
PAY  DAY.  AVhat  should  an  investor  look 
for  in  these  companies  when  placing  a 
bet?  Disregard  the  promise  of  snazzy 
new  revenue  streams  and  exotic  tech- 
nological brealcthroughs.  Focus  instead 
on  the  best-run  companies  with  strong 
earnings  momentum.  In  fact,  media 


A  MIXED  PICTURE 


STOCK 
(SYMBOL) 


OPERATING  CASH 
STOCK  FLOW/AVERAGE 
PRICE*  ASSETS 


TIME  WARNER  (TWX)      38K  11.4% 
Closing  the  Turner  deal  helped  lift 
the  stock  at  yearend. 

WALT  DISNEY  (DIS)        69X  26.3 
It's  having  difficulty  digesting  ABC, 
but  the  company  is  still  among  the 
best-run  in  the  sector. 

NEWS  CORP.  (NWS)        2Q'A  9.6 
Rupert  Murdoch's  buccaneering 
style  turned  investors  off. 

VIACOM  (VIA)  36K  9.1 

Chairman  Sumner  Redstone 
installed  himself  as  CEO  in  January. 
The  stock  has  yet  to  recover. 

TCI  (TCOMA)  12%  Va** 

Beleaguered  CEO  John  Malone  tries 
slashing  capital  expenditures  and  staff. 

*Dcc,  16  close 

DATA-  BLOOMBERG  I  INANCIAl  MARKETS;  VERONIS. 
SUHLER  S  ASSOCIATES  INC. 


may  be  one  of  the  few  sectors  where 
an  investor  can  find  bargains  nowa- 
days. "The  mai'ket  cleai'ly  has  pockets 
of  overvaluation  in  it.  Media  is  not  one 
of  those,"  notes  Haverty. 

As  the  big  media  companies  begin  to 
digest  their  huge  acquisitions  of  the  past 
three  years,  investoi's  may  see  some 
of  the  promised  operational  payoffs  ma- 
teiialize  by  mid-1997,  says  Menill  LjTidi 
&  Co.  media  analyst  Jessica  Reif,  who 
especially  favors  \^acom  and  Time 
Warner,  where  all  diNisions  except  for 
music  have  been  gi'owing  at  a  double- 
digit  pace.  Saiiford  C.  Bemstein  &  Co. 
media  analyst  Tbm  Wolzien  likes  Dis- 
ney, where  shai'es  have  taken  a  liit  be- 
cause of  ratings  pi"oblems  at  its  recently 
acquh-ed  ABC  tele\asion  network.  Net- 
works ai"e  cyclical,  and  meanwliile,  Dis- 
ney's other  assets  continue  to  perform 
well.  "Disney  is  the  long-tenn  invest- 
ment" to  make,  says  Wolzien.  "It  has 
been  and  will  continue  to  be  the  most 
solid  of  the  companies.  It  is  probably 
the  highest-quality  stock  in  the  gi-oup." 

While  media  conglomerates  are  po- 
sitioning themselves  to  take  advantage 
of  the  promise  of  the  New  Economy, 
investors  who  keep  their  attention 
trained  on  the  less  alluring  basics  of 
these  companies'  businesses  will  fare 
better  in  tlie  year  to  come. 

By  Elizabeth  Leslij  in  New  York 


BEST  BET 


★  THINK  BIG  Look  for  stable,  well-managed  companies 
with  strong  cash-flow  momentum 
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Global  companies 
consider  Sun's 
network  computing 

service  *and  support 

a  str^tQ^ic^ad vantage. 


At  Sun  Microsystems,  we  help  businesses  build,  manage  and  profit  from  enterprise  network  computing.  Continually,  we  translate  our 
networking  leadership  and  expertise  into  products,  technologies  and  services  that  give  our  customers  enterprise  solutions  and  discrete 
competitive  advantages.  It's  no  surprise  that  we  offer  a  broad  portfolio  of  support,  education  and  integration  services  en  a  global  scale.  So 
through  our  Professional  Services  organization,  we  can  help  you  plan  your  implementation  and  get  maximum  effectiveness  from  your  network. 
And  we're  the  industry's  largest  UNIX*  education  organization,  with  over  50,000  students  trained  every  year.  Once  you've  installed  your  soludon, 
you'll  be  pleased  to  know  that  we  support  more  than  500,000  systems  in  130  countries  worldwide.  Which  goes  to  ft^  ^ 
show,  if  you  want  the  best  information  system,  shouldn't  you  also  want  the  company  that  can  help  you  get  the  most  \fy/ ft. 

from  your  network?  For  more  information,  contact  us  at  http://www.sun.com  THE  NETWORK  IS  THE  COMPUTER"  microsystems 


microsystems 


®  1996  Sun  Microsystems,  Inc.  All  rights  reserved,  Sun,  the  Sun  Logo,  Sun  Microsystems,  and  The  Network  Is  The  Computer  ai 
Microsystems,  Inc.  in  the  United  States  and  other  countries.  UNIX  is  a  registered  trademark  in  the  United  States  and  other  countries,  exc 
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STRATEGIES  FOR  STOCKS 


MERGERS 


A  Quickening  Takeover  Tempo 

From  telecom  to  entertainment,  mergers  and  acquisitions  may  be  even  hotter  in  '97 


For  the  past  thi-ee  years,  the  con- 
ventional wisdom  has  been  that 
the  takeover  game  would  soon  fiz- 
zle. Instead  the  tempo  of  buyout  activi- 
ty has  quickened.  The  just  announced 
megamerger  between  Boeing  Co.  and 
McDonnell  Douglas  Corp.  is  a  vivid  ex- 
ample of  what  has  been  going  on. 

And  1997  won't  be  any  different.  In 
1996,  banking,  insurance,  and  health 
cai'e  provided  the  largest  cache  of  mar- 
ket winners.  Market  strategists  are 
betting  that  in  '97,  takeovers  will  cen- 
ter on  these  very  same  fields — plus 
technology,  telecommunications,  biotech, 
entertainment,  and  gaming. 

"We  expect  the  upbeat  pace  of  merg- 
ers to  accelerate,"  asserts  Michael  B. 
Metz,  investment  strategist  at  Oppen- 
heimer  &  Co.,  who  has  been  on  the 
money  in  caUing  takeover  activity  over 
the  past  thi-ee  yeai's.  The  reason:  By 
merging,  companies  can  cut  duplication 
without  cutting  into  revenue  growth. 
BIOTECH  BIDS.  In  health  care,  Metz's 
top  pick  is  Ehone-Poulenc  Rorer,  which 
is  68%  ovsmed  by  Rhone-Poulenc,  the 
giant  French  chemical  and  pharmaceu- 
tical company.  Rorer  produces  prescrip- 
tion drugs,  plasma  proteins,  and  non- 
prescription medicines.  Metz 
thinks  that  pai-ent  Rhone- 
Poulenc  will  restructui'e,  '  i'-i^  '^ 
leading  to  the  sale  of  its  Rorer 
unit.  Metz  believes  Rorei-'s  man- 
agement may  acquii-e  the  com- 
pany through  a  leveraged  buy- 
out. It's  also  rumored,  he 
says,  that  another 
major  U.  S.  phanna-  ^ 
ceutical  player  is  in-  ^*>»^*^; 
terested  in  acquiring 
Rorer. 

In  the  highly  competitive 
HMO  business,  Metz  singles 
out  Healthsoui-ce  Group  Inc. 
as  an  "attractive  moving  tar- 
get." He  notes  that  like 
many  other  hmos,  Health- 
source  has  been  plagued  by 
disappointing  earnings  and 
hurt  by  rising  medical  costs 
and  price   competition.  He 


WHISPER  STOCKS 

RECENT  TAKEOVER 
PRICE*  VALUE 

BRODERBUND  SOFTWARE 

31 

50 

COMPSCRIPT 

avs 

15 

FRONTIER  CORP. 

26 

40 

FORE  SYSTEMS 

33 

55 

GAYLORD  ENTERTAINMENT 

21 

35 

HUGHES  ELECTRONICS 

55 

70 

HEALTHSOURCE 

13 

20 

RAYTHEON 

47 

60 

RHONE-POULENC  RORER 

77 

100 

STRATUS  COMPUTER 

27 

40 

USAIR  GROUP 

23 

35 

USLIFE 

31 

45 

XPEDITE 

18 

38 
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thinks  big  insurer  Aetna  Life  &  Casu- 
alty and  Oxford  Health  Plans  Inc.  are 
interested  in  Healthsource. 

Biotech  vpill  be  a  soui'ce  of  some  in- 
triguing takeover  plays,  says  Mike 
Mui-phy,  editor  of  the  California  Tech- 
nology Stock  Letter.  His  picks:  Ge- 
netics Institute  Inc.,  which 
is  60%  owned  by  Amer- 
ican Home  Products 
Coip.— Mm-- 


phy  thinks  ahp  wiW  go  for  the  rest 
very  soon;  Biogen  Inc.,  which  has  prod- 
ucts for  multiple  sclerosis  and  for  in- 
flammatoiy  and  respiratory  diseases; 
and  Centocor  Inc.,  whose  two  drugs 
have  been  approved  for  reducing  com- 
phcations  during  heait  sui-gery. 

In  the  insurance  industry,  uslife 
Corp.  is  the  favored  pick  of  a  New 
York  money  manager  who  thinks  a 
larger  insurer  is  wooing  it.  Among  en- 
tertainment stocks,  analyst  Dennis 
McAlpine  of  Josephthal  Lyon  Ross  Inc. 
is  betting  on  Gaylord  Entertainment 
Co.,  a  major  player  in  cable  networks, 
entertainment,  and  broadcasting.  He 
believes  Westinghouse  Electric  Coi-p., 
which  owns  CBS,  and  Seagram  Co., 
which  ovms  key  entertainment  compa- 
ny MCA,  are  interested  in  Gaylord. 
"ESPECIALLY  HUNGRY."  In  technology', 
three  names  pop  up  as  fresh  takeover 
candidates:  Broderbund  Software  Inc., 
which  develops  games  and  other  soft- 
ware mainly  for  the  home,  school,  and 
small-business  computer  markets;  Stra- 
tus Computer  Inc.,  a  manufacturer  of 
computer  systems  designed  for  contin- 
uous operations  even  when  there  is  a 
failiu-e  in  hardwai-e  or  softwai-e  compo- 
nents; and  FORE  Systems  Inc.,  which 
makes  networking  products. 

Analyst  Michael  Wallace  of  UBS  Se- 
ciuities  Coi-p.  says  Broderbund  is  look- 
ing to  gi'ow  tlu'ough  acquisitions. 
But  he  believes  Broderbund 
could  also  be  "taken  out  by 
another  company  that's  espe- 
cially hungry."  Possible  ac- 
quirers, he  says:  Electronic 
Arts    and  Microsoft 
Corp.  One  money 
manager  on  the  West 
Coast  is  convinced  that 
IBM  will  make  a  move  on 
Broderbund. 

Metz,  who  is  beaiish  on  the 
overall  market,  is  bullish  on 
talceovers.  "It  will  remain  the 
intriguing  game  in  the  mar- 
ket," he  says. 

By  Gene  Marcial 
in  New  York 


BEST  BET 


★  TEMPTING  TECH  The  hot  technology  stocks  will  lead  the  pack  of  takeover  candidates,  among  them 
FORE  Systems,  Broderbund  Software,  and  Stratus  Computer 
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Guess  wl^ien  company  can  take 
youjiAiere  you  want  to  go 

^  on  the  Internet? 


v^K^      Sun  Microsystems.  We're  driving  the  revolution  of  using  Internet  technologies  for  a  competitive 
i^^^     advantage  in  your  business.  A  proven  leader  and  innovator,  we  provide  the  hardware  and  software  that 
Java     make  the  Internet  work.  And  there's  no  better  example  than  our  Java'"  technologies  that  have  taken  the 
world  by  storm.  Experts  in  network  security,  we  make  sure  your  data  doesn't  fall  into  the  wrong  hands.  And  we've 
estabhshed  helpful  services  like  the  Sun'"  Internet  Associates'"  program  for  end-to-end  Internet  solutions.  Not  to 


mention  our  ongomg  partnerships  to  meet  your  total  ousmess  neeas.  ao  aon  i  jusi  iuuk  lui  a 
company  that  talks  about  the  Internet,  look  for  one  that  can  take  you  there  safely  and  easily.  Sun, 
For  more  information  contact  us  at  http://www.sun.com  THE  NETWORK  IS  THE  COMPUTER*" 


Smt 

microsystems  . 
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STRATEGIES  FOR  STOCKS 


GLOBAL  MARKETS 


Where  on  Earth  You  Can  Turn 


The  lofty  Dow  may  mean  this  is  a  good  time  to  diversify  out  of  U.S.  holdings 


Feeling  jumpy?  Is  the  daily 
turbulence   of  the  Dow 
Jones   industrial  average 
making  youi-  stomach  chm-n?  For 
relief,  do  what  global  investors  do: 
Step  back  and  look  at  the  world  as 
an  investment  superaiai'ket  in  which 
U.S.  stocks  ai-e  just  one  of  many 
categories  of  products.  The  New 
Yeai-  is  a  good  time  to  redeploy  ^ 
youi-  resources,  perhaps  in  coun- 
ti-ies  that  once  may  have  seemed  exot- 
ic but  that  now,  thanks  to  the  globaliz- 
ing   economy,    appear    even  in 
conservative  portfolios. 

American  investors  who  want 
to  divei-sify  out  of  their  home  mar- 
ket can  choose  among  more  than  300 
open-end  global  mutual  funds  whose 
managers  pick  stocks  around  the 
world.  Your  first  step,  though,  is  de- 
ciding how  much  money  to  commit  to 
each  countiy  or  region.  Many  money 
managers  believe  that  figuring  out 
where  the  winds  ai-e  blowing  favor- 
ably for  profit  gi-owth  is  even  more  im- 
portant in  building  a  successful  portfo- 
lio than  finding  hot  stocks. 

Monitoiing  such  trends  is  the  job  of 
Ron  Chapman,  head  of  international 
equities  at  Dreyfus  Corp.,  who  over- 
sees four  global  funds  with  a  total  of 
$425  million  in  assets.  He  thinks  disin- 
flation will  be  the  single  most  important 
benign  influence  on  global  financial  mar- 
kets over  the  next  several  years.  That 
should  provide  a  nurturing  environ- 
ment for  stocks,  especially  in  the  de- 
veloped world,  where  real  interest 
rates  remain  historically  high. 
STORMY  WEATHER?  Another  global 
trend  fueling  Chapman's  optimism  is 
that  gi-owth  rates  in  the  developed 
world  no  longer  fluctuate  wildly.  "In- 
vestors don't  appreciate  well  enough 
what  a  prolonged  period  of  low  volatil- 
ity in  growth  would  mean,"  he  says. 
Predictable  earnings  growth  should 
power  stock  prices  even  if  economic 
growth  stays  low. 

Despite  the  moderate  climate,  many 
experts  see  storms  ahead  for  U.  S. 
stocks  in  1997.  Stephen  Dexter,  who 


co-manages  the  $500  million, 
purely  non-U.  S.  Kemper  International 
Fund,  sees  far  better  value  in  conti- 
nental Europe,  Even  after  healthy  per- 
formances in  1996,  European  large-cap 
stocks  are  on  average  trading  at  12  to 
16  times  estimated  1997  earnings,  com- 
pared with  18  to  19  times  in  the  U.  S. 

Dexter  has  loaded  up  on  Em-opean 
pharmaceuticals  such  as  Ciba-Geigy, 
Roche,  and  Bayer.  He  also  favoi-s  a  few 
big  industrial  names,  including  Veba 
and  Mannesmann.  Many  such  compa- 
nies are  downsizing — a  good  omen  for 
future  profits.  "European  companies 
are  just  now  realizing  that  they're  fat, 
ugly,  and  inefficient,"  says  Dexter. 

Other  transfoi-mations  ai-e  boosting 
Europe's  potential  for  above-average 
stock  gains.  The  movement  to  priva- 
tize pension  systems  in  Germany,  Italy, 
and  elsewhere  will  ci"eate  a  vast  pool  of 
capital  in  search  of  retiu-ns  that  beat 
the  money  markets.  Also,  as  state- 
owned  companies  go  private  and  as  the 
banldng  and  corporate  sectors  disman- 
tle inefficient  cross-holdings,  many  more 
people  will  have  a  cliance  to  buy  stoclts. 


"It's  very 

dangerous  to  be  out  of  the  equity  mai*- 
kets  now  in  Europe,"  says  "Thomas  S. 
White  Jr.,  chief  investment  officer  at 
Chicago's  Lord  Asset  Management, 
which  controls  some  $450  million. 

Spreading  assets  ai-oimd  the  Conti- 
nent can  help  you  make  the  most  of 
these  trends.  At  Bankei-s  Trust,  Man- 
aging Dii-ector  Michael  Le\'j'  points  out 
that  the  economies  of  Germany  and 
Fi-ance  have  complementaiy  strengths. 
Wliile  Germany's  lai-ge  industrial  com- 
panies are  further  along  the  road  to 
U.  S.-style  resti-uctiuing,  such  French 
consumer  names  as  Cairefour,  lvmh, 
Clu'istian  Dior,  and  Danone  ai"e  more 
divei'sified  globally.  Levy  is  also  excited 
about  Ireland,  wliich  he  expects  to  per- 
form strongly  in  the  coming  yeai-.  Its 
gi'oss  domestic  product  grew  by  6.4% 
in  1996 — the  fastest  in  the  European 
Union — and  inflation  is  low.  Levy  an- 
ticipates a  "peace  dividend"  as  anti- 
British  teiTorism  abates. 

In  carving  up  the  global  pie,  most 
asset  allocators  ai"e  reluctant  to  leave 


REST  KE  r 


*  CONTINENTAL  EUROPE  At  last,  many  companies  are  downsizing  and  restructuring — a  good  omen 
for  future  profits.  Also,  privatization  of  state  industries  and  pension  systems  is  creating  a  vast  pool  of  capital 
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out  Japan,  the  world's  second-lai-gest 
economy.  But  many  ai-e  cautious  about 
giving  the  market  its  full  weight  in 
theu-  portfolios.  Deep-rooted  problems 
remain  in  the  financial  sector,  an  im- 
portant driver  of  Tokyo's  stock  index. 
And  when  it  comes  to  efficiency,  Japan 
is  far  behind  the  U.  S.  "No  counti-y  in 
the  world  has  more  potential  to  im- 
prove its  profitability  than  Japan,"  says 
White.  The  question  is  whether  com- 
panies wiU  get  around  to  it  this  year. 
ENTHUSIASM.  So  a  number  of  fund 
managers  emphasize  stockpicking  in 
Japan  more  than  in  other  markets. 
Kemper's  Dexter,  for  example,  is  con- 
centrating on  such  exportei-s  as  Toyota, 
Honda,  Canon,  and  Olympus.  And  Dou- 
glas Johnson,  senior  international  in- 
vestment strategist  at  Merrill  Lynch 
&  Co.,  favors  machine-tool  makers, 
computer  companies,  and  software 
providers,  whose  goods  and  services 
will  help  other  corporations  trim  their 
bloated  costs. 

Johnson  and  Dreyfus'  Chapman  both 
think  the  Japanese  mai'ket  could  get  a 
boost  if  domestic  investors,  tu-ed  of  be- 
low-average money-market  returns, 
come  back  to  equities.  With  stocks  sell- 
ing at  an  average  price-earnings  ratio  of 
32 — ^low  for  Japan — and  interest  rates 
likely  to  stay  down,  Chapman  calls 
Japan  "the  only  place  in  the  world  that's 
struggling  to  begin  a  new  bull  market." 

Elsewhere  in  Asia,  Hong  Kong 

HOW  THREE  GLOBAL 
EXPERTS  CARVE 
UP  THE  WORLD 

•  U.S. 

•  EUROPE 

•  JAPAN 

•  CANADA 

•  EMERGING  MARKETS* 
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stands  out  as  a 
market  that  in- 
spires enthusi- 
asm for  the  year 
ahead.  Even  af- 
ter rising  27%  in 
1996,  "it's  still 
one  of  the  cheap- 
est mai-kets  in 
the  world,"  says 
Dexter,  who 
points  out  its 
overall  p-e  ratio 
of  only  12  to  13. 
Levy  believes 
the  territory's 
handover  to  Chinese  rule  will  boost 
property  stocks,  as  rich  Chinese  buy 
up  apartments  and  ofBce  buUdings.  And 
he  thinks  financial-services  companies 
will  thrive  as  more  money  pours  into  fi- 
nancial assets.  Levy  sees  p-e  ratios  for 
such  stocks  rising  by  around  10%  in 
the  next  couple  of  years  and  thinks 
the  Hang  Seng  index  will  be  at  18,000 
by  the  end  of  1998,  up  from  12,900  now. 

Emerging  Asia,  as  a  region,  is  less 
expensive  than  Latin  America,  but  as- 
set allocators  are  cautious  about  flinging 
money  into  all  the  "tigers."  Levy  says 
he  vdll  be  overweighting  Singapore, 
which  stands  to  benefit  from  a  rebound 
in  the  global  electronics  industry.  For 
the  same  reason,  MerriU  Lynch  favors 
the  Korean  market,  "which  looks  like  a 
giant  semiconductor  stock."  Most  glob- 
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alists  recommend  having  a 
little  money  in  Thailand,  too, 
where  interest  rates  are  ex- 
pected to  come  down  as  the 
country  improves  its  current- 
account  balance. 

Latin  America  may  be  the 
toughest  call  among  the 
emerging  markets  in  1997. 
Last  year,  money  flooded  into 
high-yielding  Brady  bonds 
and  other  Latin  debt,  and 
many  experts  think  that  in- 
vestors will  take  their-  ample 
profits  from  those  instru- 
ments and  put  the  proceeds 
into  stocks.  Yet  major  markets,  such 
as  Mexico  and  Brazil,  tend  to  catch  in- 
fluenza when  the  Dow  sneezes,  so  se- 
lectivity is  important. 
LATIN  QUARTER.  Mexican  stocks  overall 
are  trading  at  only  around  10  times 
estimated  1997  earnings,  but  exporters 
such  as  oil-pipe  maker  Tamsa  and 
deregulation  plays  like  Televisa  get 
more  votes  than  domestic  retailers, 
which  may  wait  a  long  time  before  re- 
cession-weary Mexicans  open  their  wal- 
lets. And  Dexter  notes  that  the  50% 
nmup  in  doUai-  teiTns  in  the  BraziUan 
market  during  1996  was  due  entirely  to 
state-owned  Telebras  and  Petrobras.  If 
you  factor  out  those  stocks,  the  market 
looks  pricey. 

Chapman  points  out  that  Morgan 
Stanley  &  Co.'s  emerging-mai'kets  in- 
dex was  up  20%  last  year — about  the 
same  as  developed  markets.  Since  the 
dynamic  economies  of  Asia  and  Latin 
America  will  generally  keep  delivering 
faster  earnings  growth  than  the  big  in- 
dustrial economies,  that  means  the  new 
markets  are  relatively  free  of  froth. 
The  bottom  line?  "You  can't  at  this 
point  in  history  ignore  the  fastest-gi-ow- 
ing  part  of  the  planet,"  says  Chapman. 
"But  you  don't  buy  [emerging  markets] 
at  any  price." 

Looking  for  a  good  growth  story 
where  they  speak  Enghsh?  Canada's 
chronic  fiscal  problems  are  getting 
rapidly  fixed,  by  the  federal  and  pro\'in- 
cial  governments  alike,  as  the  coiuitiys 
social  and  corporate  welfare  progi-ams 
are  trimmed.  Although  stock  prices  av- 
eraging 15  times  estimated  earnings 
aren't  cheap,  tame  inflation  and  a 
healthy  U.  S.  economy  that  eats  up  80% 
of  Canadian  exports  bode  well  for  cor- 
porate profits.  "Investors  have  been 
too  wrapped  up  in  the  U.S.,"  says 
Johnson.  Soothing  that  Dow-inspired 
heartburn  can  be  as  easy  as  loolcing 
across  the  northern  border. 

By  Joan  Warner  in  New  York 


EASTERN  PEARL 


Hong  Kong  is  "still 
one  of  the  cheapest 
markets  in  the  world" 
for  stocks.  What's 
more,  some  think  the 
handover  to  China 
will  boost  land  val- 
ues, as  rich  Chinese 
snap  up  apartments 


BUSINESS  WEFK  /  DECEMBER  30.  1996  63 


STRATEGIES  FOR  STOCKS 


GLOBAL 


The  World  Is  Your  Oyster 

A  surge  in  corporate  efficiency  is  making  for  lots  of  winners  overseas 


When  Sheila  H.  Coco  convenes 
the  monthly  meetings  of 
Fiduciai-y  Trust  Co.  Interna- 
tional's Global  Investment  Committee, 
the  taUc  inevitably  turns  to  themes  as 
much  as  it  does  stocks.  What  overrid- 
ing economic,  demographic,  and  political 
patterns  will  diive  world  equity  mar- 
kets in  the  coming  months? 

As  of  late,  Fidu- 
ciary's 


ing  world  so  critically  needs.  A  domi- 
nant global  theme  is  the  recent  wave  of 
technological  change,  which  is  creating 
opportunities  for  any  number  of  high- 
tech companies  and  those  they  serve. 
Finally,  there  is  industry  consolidation, 
as  the  business  behemoths  of  Europe 
and  Japan  begin  to  take  a  cue  from 
the  powerful  restructuring  of  Corpo- 
rate America. 

Not  surprisingly,  many  of  Coco's 
peers  overseas  and  on 


pros  have  naiTowed  their  focus  to  four 
big  stories. 

There's  the  aging  of  the  industrial 
world's  population.  With  baby  boomers 
saving  for  retirement  and  already  re- 
quiring more  medical  attention,  that's  a 
definite  plus  for  financial  and  health- 
care stocks.  Another  theme  is  the  con- 
tinuing growth  of  still-youthful  emerg- 
ing markets.  That's  a  big  deal  for 
consumer-goods  makers  and  builders 
of  the  infrastructure  that  the  develop- 


Wall  Street  roundly  agree  with  the 
themes  that  are  guiding  Fiduciary's 
stock-pickers.  They  are  also  watching 
such  global  trends  as  cheaper  money, 
falling  inflation,  free  trade,  deregula- 
tion, and  privatization.  But  where  do 
you  begin  your  search  for  global  win- 
ners? With  U.S.  companies  that  sell 
to  the  world?  International  companies 
that  operate  wherever  they  can?  Or 
locally  oriented  firms  cashing  in  on  a 
global  trend?  One  answer  is  to  do  as 


Coco  does:  pick  some  of  each  (table, 
page  65).  While  every  selection  may 
not  pay  off,  at  least  you'll  have  built  a 
collection  of  stocks  that  reflects  key  in- 
vestment themes  from  different  angles. 

A  good  way  to  find  the  best  of  these 
companies  is  to  follow  the  method  of 
Ed  Miska  and  Stephen  Lieber,  whose 
Evergreen  Global  Leaders  Fund  is  a 
big-capitalization  fund  largely  composed 
of  brand-name  stocks.  "We  look  for 
three  things,"  says  Miska.  "Consistent 
earnings  over  five  years. 
Earnings  growth.  And  if  a 
company  is  at  the  top  of  its 
industiy  or  country."  Miska 
and  Lieber  also  favor  compa- 
nies with  high  returns  on  eq- 
uity, a  sign  that  they're 
putting  their  profits  to  pro- 
ductive use. 

NOT  CHEAP.  Such  a  profit- 
driven  approach  has  led  them 
to  Bombardier  Inc.,  the  hard- 
charging  Canadian  aircraft, 
i-ail-car,  and  snowmobile  mak- 
er, as  weU  as  to  Intel  Corp., 
the  semiconductor  giant  that's 
also  a  favorite  of  Fiduciarj' 
Tnist  and  nearly  eveiy  big- 
cap  stock-picker  around.  They 
also  love  General  Electric  Co., 
which  is  the  fund's  largest 
holding,  with  3%  of  its  assets. 
"We  like  the  company's  com- 
mitment to  Asian  markets," 
says  Lieber.  "And  this  is  a 
wondei-ful  time  for  GE  Capi- 
tal," especially  if  U.  S.  interest 
rates  remain  steady. 
Ti-ue,  none  of  these  global 
winners  is  cheap  these  days.  That's 
why  Lieber  and  Miska  have  also  grav- 
itated to  other,  lesser-known  global 
names  such  as  ucb,  a  Belgian  maker  of 
chemicals  and  phamiaceuticals  that  re- 
cently unveiled  an  allergy-relief  med- 
ication called  Zyrtec  in  the  U.S. 
"Evei-y  mai-ket  it  has  gone  into,  Zyitec 
has  taken  over  25%,"  notes  Miska,  who 
adds  that  ucB's  profits  have  been  grow- 
ing at  a  20%  annual  clip. 

Because  UCR  is  still  relatively  un- 


BEST  BET 


★  TELECOM  STOCKS  The  group  offers  high  profits  and  tempting  yields,  and  a  bunch  of  European  initial 
stock  offerings  are  slated  for  1997.  Keep  an  eye  on  equipment  makers  such  as  Nokia  and  Lucent  Technologies. 
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known,  it  can  be  had  for  a  modest 
price-earnings  ratio  of  15.  In  fact,  Eu- 
rope is  the  home  to  a  number  of  com- 
panies that  trade  at  nice  discounts  to 
then*  American  counterpai-ts.  Analysts 
at  Zm-ich's  Bank  Julius  Baer,  for  ex- 
ample, note  that  Hilti,  a  Swiss  power- 
tool  maker  with  healthy  profits  and 
cash  flow,  trades  at  a  p-e  of  12,  a  thu-d 
less  than  Illinois  Tool  Works  Inc.  fetch- 
es. Then  there's  Bank  of  Ireland,  a 
residential  lender  that's  also  expanding 
into  Britain.  With  a  p-e  of  10  despite 
an  expected  20%  jump  in  earnings  next 
yeai",  the  Irish  bank  is  still  "relatively 
cheap,"  says  Fiduciary's  Coco.  But  it 
also  falls  squarely  within  her  theme  of 
the  Old  World  getting  older  and  need- 
ing more  financial  services.  In  Ireland, 
"half  of  the  country's  population  is  in 
their  30s,  and  they're  all  going  for 
their  firsi;  home  mortgages,"  she  ob- 
serves. 'We  see  the  potential  for  a  lot 
of  growth." 

"A  POWERHOUSE."  A  far  larger  Euro- 
pean-based bank  group,  HSBC  Holdings 
PLC,  is  an  even  better  buy  in  many 
other  stock-pickers'  eyes.  The  owner 
of  Hongkong  &  Shanghai,  Midland,  and 
Marine  Midland  banks,  among  others,  it 
is  firmly  planted  in  the  booming 
economies  of  Hong  Kong  and  emerging 
Asia,  as  well  as  Britain  and  the  U.  S., 
where  it's  on  the  move  again  after 
years  of  standing  still. 

As  a  result,  hsbc's  earnings  are  ex- 
pected to  rise  11%  in  1997  and  an  ad- 
ditional 17%  in  '98,  estimates  Merrill 
Lynch  Vice-President  Keith  Irving.  Yet 
its  stock  trades  at  a  p-e  of-,  10,  some 
20%  less  than  U.S.  rival  Citicorp, 
which  is  targeting  many  of  the  same 
Asian  consumers  and  businesses  that 
HSBC  relies  on  for  much  of  its  momen- 
tum. "It  deserves  a  higher  multiple," 
Gary  Greenberg,  deputy  managing  di- 
rector of  Peregrine  Asset  Management 
(Hong  Kong)  Ltd.,  says  of  hsbc.  "It's  a 
powerhouse." 

Financial  powerhouses  are  but  one  of 
the  standouts  in  a  global  portfolio. 
Technology  and  telecommunication 
stocks  also  deserve  to  be  included.  Os- 
car A.  Castro,  managing  director  of 
San  Francisco's  Montgomery  Asset 
Management,  suggests  Finnish  cellu- 
lar-phone manufacturer  Nokia  and  AT&T 
spin-off  Lucent  Technologies  as  two 
sound  bets.  Nokia  is  now  coming  out  of 
a  successful  turnaround.  And  Lucent, 
Ma  Bell's  former  manufacturing  arm, 
"is  a  classic  company  in  a  great  busi- 
ness with  great  management  that's 
looking  for  shareholder  value,"  Castro 
says. 


He  is  also  keeping  an  eye  out  for 
European  telecom  companies.  He  thinks 
shares  in  the  recently  privatized 
Deutsche  Telekom  have  already  risen 
out  of  reach.  But  France  Telecom, 
Italy's  Stet,  and  Spain's  Telef6nica  de 
Espafia  all  plan  stock  offerings  in  1997 
and  will  doubtless  merit  a  look.  On  av- 
ei'age,  he  estimates,  European  telecom 


THE  PROS'  GLOBAL  PICKSi 


STQCKyCOJNTRY  PRICE  PRICE-EARNINGS 

RATIO* 

BANkW  fRELANb"  '  "  "$8.43"  9" 
(IRELAND) 

It's  expanding  rapidly,  and  the  stock 
is  still  a  bargain 

"BOErN'G~(~U.sy        $101.25  Tg" 
No.  1  in  passenger  planes — while 
airline  traffic  is  booming 

'CAN0N~(JAPAN)'  "  "  ~  $106".75**  Ys" 
With  Japan  in  the  doldrums,  it's  on 
the  move  worldwide 

"GILLEffE"  (U.s")"       $69.63"  "z?" 
A  truly  global  brand  name,  but 
cheaper  than  Coca-Cola 

"gUCCI"  (ITALY)'         $65.63"*"*  'if 
Its  sales  of  tony  apparel  for  the 
upper  crust  are  sizzling 

TnnYr  M0"n"g"0l1a"'  480  NA 
ERDOS  (CHINA) 

China's  cashmere  king  is  spreading 
across  the  U.S. 

"CuCENf  $45".88"  22 

TECHNOLOGIES  (U.S.) 

One  of  the  world's  classiest  telecom 
equipment  makers 

NUTRICIA  "$143~28  22 

(NETHERLANDS) 

Infant-formula  maker  with  an 
appetite  for  takeovers 

"nOKIA"  (FInEaND)"      $53.88**  13 
Mobile  phones  are  hot,  and  its 
stock  Is  rebounding 

"muItICANa'l  $11.50**  NA 

(BRAZIL) 

Fast-growing  cable  TV  operator  

•Estimated  1997  earnings    **American  depositary  receipts 
DATA:  BUSINESS  WEEK  SURVEY  OF  ANALYSTS  AND  FUND  MANAGERS, 
BLOOMBERG  FINANCIAL  MARKETS 

stocks  trade  at  only  3.5  times  cash  flow 
and  feature  a  5.5%  dividend  yield.  At 
those  valuations,  he  says,  "you're  buy- 
ing a  bargain." 

No  portfolio  should  be  without  con- 
sumer stocks,  of  course.  Eric  J.  Fry, 
president  of  San  Francisco  money  man- 
ager Holl  International  llc,  thinlts  that 
one  entry  also  encompassing  the 
themes  of  emerging  markets  and  gi-ow- 


ing  world  trade  is  Inner  Mongolia  Er- 
dos.  China's  leading  exporter  of  cash- 
mere sweaters,  it  has  become  a  big 
supplier  to  Lands'  End  Inc.  in  the  U.  S. 
and  is  also  boosting  its  sales  to  fashion- 
conscious  Chinese  consumers.  But  Er- 
dos'  B  shares  fetch  a  modest  6  p-e  on 
the  Shanghai  exchange.  Although  its 
shares  exploded  recently  during  Chi- 
na's short-Uved  stock-market  bubble, 
they  have  since  retreated  to  levels  last 
seen  before  the  boom. 
NO  LOAFER.  A  more  familiar  consumer 
name  dravidng  rave  reviews  is  Gucci, 
the  Italian  maker  of  high-quality  cloth- 
ing and  footwear.  Although  Gucci's 
American  depositary  receipts  have  dou- 
bled this  year,  Smith  Barney  Inc.  ana- 
lyst Faye  I.  Landes  thinks  the  compa- 
ny's 24%  estimated  1997  earnings 
growth  rate  leaves  room  for  the  stock 
to  go  even  higher.  "We're  going  from 
early  '90s  minimalist  fashion  to  people 
showing  off,"  Landes  says.  "Gucci  fits 
squarely  into  that." 

However,  for  companies  serving  con- 
sumers with  more  modest  tastes  and 
means,  many  analysts  look  first  to  the 
U.  S.  Kevin  R.  Parke,  director  of  re- 
search at  Massachusetts  Financial  Ser- 
vices Co.,  is  especially  keen  on  Gillette 
Co.,  the  Boston-based  maker  of 
shavers,  batteries,  and  other  products. 
Cheaper  than  high-flying  Coca-Cola  Co., 
Gillette  "has  one  of  the  strongest  fran- 
chises in  the  world,  with  market  shares 
of  60,  70,  even  80%,"  says  Parke. 
What's  more,  the  company  is  increas- 
ingly targeting  such  emerging 
economies  as  India,  Russia,  and  Chi- 
na, where  its  operating  margins  can 
run  as  high  as  30%. 

Gillette  is  only  one  of  a  large  num- 
ber of  American  companies  taking  glob- 
al consumers  by  storm.  Angela  and 
Samuel  Allen,  whose  Globalt  Growth 
Fund  focuses  exclusively  on  U.  S.  com- 
panies that  derive  at  least  20%  of  theii- 
sales  from  abroad,  are  high  on  cosmet- 
ics maker  Estee  Lauder,  toy  marketer 
Mattel,  and  container  maker  Tupper- 
ware.  Recently  spun  off  fi-om  Premark 
International  Inc.,  "Tupperware  has 
decades  of  experience  in  global  mar- 
keting" and  now  sells  in  60  countries, 
notes  Angela  Allen. 

All  these  American  companies,  and 
plenty  of  ones  overseas,  embody  the 
themes  that  money  managers  are  fol- 
lowing for  1997.  With  the  world  econo- 
my poised  for  another  year  of  re- 
spectable gi-owth,  many  of  these  ideas 
are  likely  to  be  translated  into  profits 
for  companies  and  investors  alike. 
By  WiUimn  Glasgall  in  New  York 
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Shifting  into  Neutral 

Worried  about  the  market?  Try  a  "long-short"  fund 


li 


"t's  late  afternoon  on  Dec.  9,  two 
trading  days  after  Federal  Resei-ve 
.Boai-d  ChaiiTOan  Alan  Greenspan's 
cautionai-y  musings  on  Wall  Street's  bull 
mai-ket  caused  stocks  ai-ound  the  world 
to  tumble.  Then,  in  a  sm-ge  before  the 
closing  bell,  the  Dow  Jones  industrial 
average  shoots  up  more  than  80  points. 
How  come?  "I  have  no  idea,"  says  hedge 
fund  manager  Chiistopher  E.  Dean.  Nor, 
he  professes,  does  he  care. 

Dean,  who  iims  the  Vector  Partners 
LP  fimd  from  suburban  New  City,  N.  Y., 
is  among  a  hardy  cadre  of  investors  who 
strive  to  make  money  regardless  of 
which  way  the  stock  mai'ket  moves.  Un- 
like "macro"  fund  managers  who  gar- 
ner headlines  by  betting  bUhons  on  a 
single  market  or  industry,  they  prefer  to 
take  the  term  "hedge"  at  its  word.  They 
hew  to  an  unglamorous  method  of  si- 
multaneously buying  and  selling  short 
stocks,  bonds,  or  other  instruments. 
Theu"  object:  to  turn  modest  profits,  say, 
Treasury-bOI  yields  plus  a  few  points, 
with  very  low  volatility. 

This  strategy  has  tended  to  throw 
off  cash  even  in  bear  markets.  As  a  re- 
sult, these  funds — called  "market-neu- 
tral," 'long-short,"  or  "nondirectional" — 
have  become  the  investment  du  jour 
for  anyone  looking  for  insurance  against 
the  fizz  on  Wall  Street  going  flat.  "We're 
seeing  concerns 
about  the  toppiness 
of  the  U.S.  mai-ket," 
says  Nicola  Meaden, 
director  of  London- 
based  hedge  fund 
consultant  tass 
Management  Ltd. 
"So  an  increasing 
amount  of  money  is 
moving  into  non- 
directional  funds." 

Although  some 
offshore  hedge  fiinds 
welcome  any  in- 
vestors except  for 
those  residing  in  the 
U.  S.,  American- 
based  funds  are 
strictly  for  the 
multimillionare  set. 
Right  now,  "neutral" 
is  their  pet  buzz- 
word. Indeed,  one 
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top  investment 
film,  New  York-based 
WPG-Hennessee  Hedge  Fund  Advisory 
Group,  is  urging  its  wealthy  clients  to  al- 
locate a  third  of  their  hedge  fund  as- 
sets to  market-neutral  managers.  For 
good  reason.  Evaluation  Associates  Cap- 
ital Markets  Inc.,  a  Nonvalk  (Conn.)  in- 
vestment firm,  figures  market-neutral 
equity  funds  have 
returned  about  12% 
this  year.  Says  man- 
ager Dean,  whose 
fund  is  up  14%: 
"The  nervous, 
smai't  money  seems 
to  be  looking  this 
way." 

Market-neutral 
managers  claim 
they  can  build  port- 
folios that  have  a 
vei-y  low  coiTelation 
to  movements  in 
the  Standard  & 
Poor's  500-stock  in- 
dex. If  everything 
goes  right,  that 
should  allow  the 
funds  to  shrug  off 
market  declines. 
But  the  funds 
haven't  entu'ely  es- 


caped the 
shadow  of  1994: 
Two  supposedly 
market-neutral  in- 
vestors in  mort- 
gage-backed debt, 
Granite  Partners  and 
Granite  Capital,  collapsed  when 
the  bond  market  imploded  and  then- 
hedges  fell  apart.  Investors  were  left 
with  an  estimated  $400  million  in  losses. 
HITTING  SINGLES.  Market-neutral  man- 
agers speciahzdng  in  equities  insist  they 
ai-e  following  a  fai-  more  conservative 
approach  than  the  one  that  led  Granite 
asti"ay.  Many  risk  ai'bitrageurs,  for  ex- 
ample, play  the  merger  game  by  short- 
ing the  shares  of  an  acquiiing  company 
and  purchasing  those  of  its  partner.  The 
idea  is  to  profit  fi-om  small  fluctuations  in 
the  companies'  shai'e  prices  between  a 
deal's  announcement  and  its  closing.  In 
1996,  the  arbs  have  been  tmniing  in  an- 
nualized retmnis  averaging  14%.  Fimds 
that  use  lai-ge  amounts  of  leverage  can 
multiply  such  retimis. 

Few  mai-ket-neutral  managers  have 
been  able  to  match  the  showing  of  the 
better  macromanagei-s,  such  as  Julian 
H.  Robei-tson  Jr.,  whose  Tiger  Fimd  is 
up  some  40%  in  1996.  Investoi-s  in  the 
fimd  say  Robei"tson  bet  coiTectly  that 
Japanese  financial  stocks  would  be  blown 
away  this  yeai'  and  also  made  a  bundle 
on  the  rise  and  fall  of  copper.  But  going 
for  home  loins  doesn't  appeal  to  the  mai- 
ket-neuti-al  awvd.  Tliese  folks  say  tlieyTl 
be  happy  consistently  liitting  singles,  no 
matter  which  way  the  mai'ket  goes. 
By  Williani  Glasgall  in  Neu>  York 
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STRATEGIES  FOR  STOCKS 


SELLING  SHORT 


How  to  Find  a  Stock 
That's  Headed  for  Trouble 

Going  short  could  pay  off  handsomely  in  the  year  ahead-if  you're  careful 


Looking  for  a  stock  to  sell  short? 
A  year  or  so  ago,  that  was  a  rel- 
atively uncomplicated  exercise: 
There  was  a  host  of  entire  in- 
dustiy  groups  that  seemed  to  be  ripe 
for  a  decline.  Internet  service 
providers,  for  example,  were  especially 
tempting,  and  some  have  lived  up  to 
their  promise  by  registering  dramatic 
declines.  But  finding  anything  resem- 
bling a  sure  thing — a  stock  that  veri- 
tably reeks — is  a  far  from  simple  task 
nowadays. 

Don't  give  up,  though.  More  than 
ever,  careful  short-selling  is  likely 
to  pay  off  handsomely  in  the  year 
ahead.  Hype  is  running  rampant. 
As  in  recent  years,  valuations  are 
spii-aling  for  high-tech  stocks,  par- 
ticularly those  that  are  promoted 
over  the  Internet.  But  tread  light- 
ly. Such 
stocks 
vary 

widely  in 
their  fun- 
damental 
virtues,  and 
betting  against 
them  solely  because 
they  have  had  runups 
can  be  hazardous.  Short-sell- 
ing highly  touted  but  illiquid 
stocks  can  result  in  the  dreaded  "short 
squeeze,"  in  which  shareholders  force 
traders  to  buy  back  the  shares  they 
have  sold  short — either  by  driving  up 
the  share  prices  or,  sometimes,  by  sim- 
ply demanding  delivery  of  their  stock. 
POTENT  TIP.  Short-squeezes  are  a  fact 
of  life  for  anyone  entering  the  game, 
even  on  a  small  scale.  Still,  stocks  that 
have  had  extraordinary  runups  this 
year  remain  among  the  most  potent 
tipoffs  of  a  subsequent  fall — for  they 
sometimes  can  be  a  sign  of  overen- 
thusiasm,  or  even  out-and-out  manip- 
ulation of  the  stock  by  unscrupulous 
brokers.  Another  red  flag,  among 
NASDAQ-traded  stocks,  are  issues  with 
a  limited  number  of  market  makers, 
particularly  when  the  market-maldng 
volume  each  month  is  dominated  by 


only  two  or  three  securities  dealers. 
(Market-maker  trading  statistics  can 
be  obtained  from  your  broker  or  from 
NASDAQ.)  Such  stocks,  however,  are  of- 
ten as  hazardous  to  short  as  they  are 
to  own. 

One  possible  class  of  short-sale  can- 
didates is  stocks  of  companies  that 
may  face  trouble  in  today's  economic 
climate.  Frederick  B.  Taylor,  chief 
investment  officer  and  vice-chairman 
of  the  board  of  U.  S.  Trust  Corp.,  says 


that  the  current  environment — ^with 
low  inflation  and  powerful  global  com- 
petition— argues  in  favor  of  companies 
that  can  cut  prices  and  against  those 
that  have  difficulty  doing  so.  He  notes 
that  telephone  companies,  for  exam- 
ple, are  being  hard-pressed  to  cut 
prices. 

Professional  short-sellers  have  other 
ways  of  snaring  targets.  One  method 
that  has  increasingly  proven  lucrative  is 
to  hunt  for  companies  that  frequently 
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THESE  HIGHFLIERS  MAY  BE 
DESTINED  FOR  A  FALL 


raise  cash  overseas  via  offerings  un- 
der Regulation  S  of  the  seemities  laws. 
Such  shai-es  are  offered  at  a  discount, 
usually  20%  or  so,  and  then  can  be  sold 
in  the  U.  S.  only  45  days  later  A  new, 
little-noted  wiinkle  among  the  Reg  S 
olfeiings  can  be  potentially  damaging  to 
ciuTent  shai-eholdei-s.  Under  a  few  Reg 
S  deals  being  concluded,  offshore  in- 
vestors buy  preferred  shai-es  or  debt 
that  is  convertible  into  common  stock. 
Under  the  ternis  of  the  deal,  the  num- 
ber of  shares  obtained  at  conversion 
actually  increases  as  share  prices  de- 
cline. (If  $10  million  is  raised,  and  the 
share  price  is  $5  a  share,  2  million 
shares  are  issued.  If  the  shai'e  price  is 
$2,  5  million  shai-es  ai-e  issued.)  Some- 
times there  is  no  limit  to  the  number  of 
shai-es  that  can  be  issued,  and  "these 
kinds  of  deals  can  be  infinitely  dilu- 
tive," observes  one  short-seller  who 
keeps  a  shai-p  eye  on  Reg  S  deals. 
THE  BIG  MO.  Companies  that  have  used 
this  financing  technique  can  be  risky 
places  to  own  shares,  because  share- 
price  declines  can  be  accelerated  by  all 
those  shai-es  being  dumped  on  the  mar- 
ket. Fortunately,  new  Securities  & 
Exchange  Commission  rules 
now  require  that  all  Reg  S 
deals  be  disclosed.  Among  the 
companies  to  have  used  this 
Reg  S  financing  technique  in 
the  recent  past  ai-e  VideoLan 
Technologies,  Pinnacle  Micro, 
and  Editek,  all  of  which  have 
experienced  significant  declines 
this  year.  Solv-Ex  Coi-p.,  an  Al- 
buquerque-based oil-extraction 
company,  recently  disclosed  in 
an  SEC  filing  that  it  raised  $13 
million  through  a  Reg  S  con- 
vertible deal. 
jlM  "Momentum  plays"  that  have 
more  motion  than  substance  ai-e 
another  potential  way  of  ferret- 
ing out  stocks  to  shoi-t.  Short- 
side  traders  are  giving  increased 
attention  to  one  fast-moving 
stock — Centennial  Technologies 
Inc.,  which  makes  cards  for  per- 
sonal computers.  The  company 
is  a  favorite  of  cold-calling  bro- 
kers, and  its  Big  Board-traded 
stock  has  chmbed  almost  400% 
in  the  year  to  date.  Its  profit 
margin  is  alluring.  But  skeptics 
believe  its  accounts  receivable 
are  high,  its  cash  flow  poor,  and 
the  quality  of  its  earnings  low. 
Chesapeake  Energy  Corp.  is  an- 
other stock  that  has  skyrocketed 
on  a  wave  of  investor  enthusi- 
asm, climbing  some  1.35%  this 
year  despite  the  view  of  some  de- 
tractors that  its  oil-producing  ca- 
pacity may  not  be  as  lofty  as  in- 
vestors anticipate. 


STOCK 

PRICE* 

VEAR-TO-DATE 
GAIN 

ALZA  CORP.  Skeptics  predict  that  this  drug  manufac- 
turer will  see  declining  sales  from  its  chief  product. 

8% 

BOSTON  CHICKEN  Persistent  reports  of  losses  by  some 
franchise  operators  have  encouraged  short-sellers. 

35^ 

12 

CENTENNIAL  TECHNOLOGIES  This  company  makes 
cards  used  in  PCs— a  business  that  some  investors 
feel  has  been  overvalued  by  the  market. 

m 

361 

CHESAPEAKE  ENERGY  An  oil-drilling  company  viewed 
by  some  investors  as  dramatically  overvalued. 

52K 

136 

EMPLOYEE  SOLUTIONS  A  growing  army  of  short-sellers 
maintain  the  earnings  of  this  staff-leasing  company 
are  destined  to  fall. 

137 

MASTEC  This  cable-television-services  company  has 
seen  its  market  value  skyrocket — and  shorts  are 
betting  on  a  collapse. 

45X 

242 

QUIGLEY  This  former  penny  stock  has  climbed  out  of 
the  cellar.  But  detractors  say  the  market  has  over- 
estimated its  prospects. 

m 

1061 

REXALL  SUNDOWN  Also  a  health-products  company, 
Rexall  has  seen  its  revenues  climb — but  skeptics  say  it 
is  overvalued. 

74 

ULTRAFEM  Makes  a  women's  hygiene  product.  Skeptics 
feel  the  market  has  gone  hog-wild  over  very  little. 

1  T^/ 

Ir/e 

176** 

ZITEL  Widely  hyped  on  the  Internet  and  elsewhere 
because  of  its  "Year  2000"  product,  this  company 
has  seen  its  stock  quintuple. 

30 

388 

*As  of  Dec.  16, 1996 


**Price  gain  since  initial  public  offering,  Feb.  22, 1996 
DATA:  BUSINESS  WEEK,  BLOOMBERG  FINANCIAL  MARKETS 


Another  momentum  play  is  MasTec 
Inc.,  which  provides  design  and  instal- 
lation services  to  phone  and  cable-tele- 
vision companies.  In  just  the  past  year 
or  so,  MasTec  shares  have  nearly 
quadrupled,  giving  the  company  a  mar- 
ket capitalization  that  now  approaches 
$800  million — more  than  nine  times 
book  value.  Although  the  company's 
sales  have  gained  handsomely  in  re- 
cent months,  shorts  are  wagering  that 
MasTec  cannot  continue  to  sustain  such 
gains.  The  company,  hke  Centennial,  is 
a  favorite  of  small  investors,  and  re- 
cently benefited  from  a  "buy"  rating 
by  Jeffries  &  Co. 

Increasingly,  the  Internet  and  the 
online  services  have  become  a  good 
source  of  ideas  for  stocks  that  might  be 
ready  to  fall  out  of  bed.  One  high-tech 
favorite  of  the  online  world  is  Zitel 
Corp.,  which  manufactures  computer 
storage  sy.stems  but  has  mainly  been 
getting  attention  in  recent  months  be- 
cause it  sells  softwai'e  aimed  at  cor- 
recting computei-clock  problems  that 
are  anticipated  at  the  beginning  of 


2000.  Zitel's  shares  have  quintupled  in 
the  year  to  date,  with  much  of  the  heat 
beneath  the  stock  generated  by  post- 
ings on  the  Internet  and  Motley  Fool 
message  boards  of  America  Online, 
where  hype  runs  rampant. 

One  stock  that  has  drav^m  scant  at- 
tention online — but  has  nonetheless 
moved  up  powerfully  this  year — is 
Quigley  Corp.  Its  shares  have  climbed 
more  than  1,000%  this  year,  largely  on 
the  strength  of  a  lozenge  that  is  sup- 
posed to  lessen  the  severity  of  cold 
symptoms.  Enthusiasm  over  the  "Cold- 
Eeze"  zinc-based  lozenge  has  sent 
Quigley  shares  zooming  fi'om  as  low  as 
%,  where  they  were  trading  in  eai-ly 
April,  to  a  recent  16.  Not  surprisingly, 
Quigley  has  begun  to  get  attention 
from  short-sellers,  who  feel  that  the 
company's  prospects  have  been  over- 
estimated by  the  market.  Tliey  ai-e  bet- 
ting that  someday  soon,  the  market  in 
such  high-flying  stocks  will  emit  a  vio- 
lent sneeze— and  nobody  will  be  around 
to  say,  "f/esimdheit." 

By  Gary  Weiss  in  New  York 


BEST  BET 


★SIGN  OF  DECLINE  Look  for  "Regulation  S"  deals.  Some 
recent  ones  can  dilute  shareholder  equity  and  drive  prices  down 
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STRATEGIES  FOR  STOCKS 


THE  PROS 


Here's  a  Hundred  Grand. 
l\ow  Make  a  Shopping  List 

Four  sawy  stock-pickers  put  their  (play)  money  where  their  mouths  are 


What  stocks  would  you  choose 
if  you  had  to  invest  $100,000 
this  New  Year?  That's  the 
question  business  week  asks  four  top 
investors  each  December.  Their  job  is  to 
beat  their  rivals  by  selecting  a  list  of  10 
stocks  for  the  coming  12  months. 

It's  not  easy.  The  past  two  years  were 
tei'rific  for  the  stock  market,  with  the 
Standard  &  Poor's  500-stock  iiuiex  soar- 
ing 3Jf.l%  in  1995  and  17.6%  from  Dec. 
11,  1995,  through  Dec.  13  1996.  Among 
last  year's  group,  Gary  L.  Pilgrim,  who 
manages  the  PBHG  Growth  Fund,  was 
the  big  ivinner.  His  portfolio  was  up 
37.8%  through  Dec.  IS,  excluding  divi- 
dends. Fueling  his  performance  were 
six  hefty  gainers,  ranging  from  a  110% 
pop  for  McAffee  Associates  to  a  mere 
51%  gain  for  Blyth  Industries. 


The  other  managers  didn't  even  come 
close.  Desmond  J.  Heathwood,  chief  ex- 
ecutive of  Boston  Partners  Asset  Man- 
agement, posted  an  8.2%  gain.  His 
biggest  urinners  were  IBM,  up  59%,  and 
Lehman  Brothers  Inc.,  up  39%. 
Richard  S.  Strong,  the  Strong  Funds 
chairman  who  manages  the  Strong  Dis- 
covery Fund,  was  up  just  4.1%,  without 
dividends.  His  worst  bet  was  Exide 
Corp.,  down  52%,  while  his  best  was 
Harley -Davidson  Inc.,  up  65%. 

Although  the  contest  calculates  per- 
formance as  if  the  managers  main- 
tained their  positions  throughout  the 
year.  Strong  says  that  in  his  own  port- 
folio he  actually  dumped  Exide  before 
it  went  south.  Riclmrd  Farrell,  director 
of  Far  Eastern  equity  investments  at 
Guinness  Flight  Global  Asset  Manage- 


WILLIAM  MILLER 


President,  Legg  Mason 
Fund  Advisor  Inc. 


STOCK                         PRICE  (AS  OF  DEC.  IB) 

AMERICA  ONLINE 

31% 

CIRCUS  CIRCUS 

335^ 

CITICORP 

9874 
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7 '/a 

FANNIE  MAE 

HOME  SHOPPING  NETWORK 

10 

GENERAL  MOTORS 

55/2 

IBM 

148  5^ 

PHILLIPS 

38 

RJR  NABISCO 

31% 

mk  BLOOMBERG  HNANCIAL  SYSHMS 


ment  Ltd.,  brought  up  tlie  rear  with  a 
record  of  minus  15.6%.  He  was  dragged 
down  by  Korean  and  Japanese  stocks, 
such  as  Samsung  Electronics  and  Nip- 
pon Telegraph  &  Telephone  Corp. 

Wliile  this  year's  managers  are  con- 
cerned about  the  heady  market,  they 
all  believe  tliat  there  are  still  stocks  out 
there  that  are  worth  buying. 

CASHFLOW 
ISKING 

In  addition  to  overseeing  $3.3  bil- 
lion in  Legg  Mason  mutual  funds, 
William  H.  Miller  III  keeps  Ms  hand  in 
the  market  by  managing  the  Legg  Ma- 
son Value  Trust  fund.  Thi'ough  Dec. 
13,  it's  up  a  handsome  36.3%.  Miller  is 
a  confirmed  value  investor,  who  em- 
phasizes the  ft'ee  cash  flow  that  a  com- 
pany genei-ates.  Miller  Ukes  IBM.  While 
the  market  trades  at  40  times  fi-ee  cash 
flow,  the  computer  giant  is  trading  at  a 
multiple  of  12.  "That's  way  too  low  for 
a  company  like  ibm,"  says  Miller,  who 
thinks  the  company  will  go  to  190  in 
the  next  year. 

Miller's  favorite  sector  is  financials. 
"We  still  believe  financials  wifl  be  the 
single  best-perform- 
ing sector  of  the 
decade,"  he  says.  His 
funds'  largest  hold- 
ing now  is  Fannie 
Mae,  the  Federal 
National  Mortgage 
Assn.  He  still  tliinks 
that  its  rapid  gi'owth 
has  not  been  recog- 
nized by  the  mai'ket, 
which  is  why  it  is 
trading  at  a  huge 
discount. 

Miller  is  buying 
Cu'cus  Cu'cus  Enter- 
prises Inc.,  the  gam- 
ing giant.  He  ex- 
pects its  cash  flow  to 
triple  in  the  next 
five  years.  "In  the 
next  few  years,  you 


70  BUSINESS  WEEK  /  DECEMBER  30,  1996 


can  make  tlii-ee  to  foiu- 
times  your  money  in 
tills  company,"  he  says. 

Miller  has  a  few  con- 
troversial picks.  Cott 
Coip.,  a  Toronto  maimer 
of  private-label  bevei- 
ages  for  the  likes  of 
Safeway  and  Wal-Mait 
Stores  Inc.,  is  a  fallen 
angel  that  clove  fi'om 
37  to  7.  The  company 
is  in  the  midst  of  a 
turnaround  and  is 
poised  to  gi'ow  quickly 
in  two  new  businesses, 
alternative  beverages 
and  private-label  foods. 
Despite  negative  pub- 
licity, he  reconrimends 
America  Online.  Miller 
thinks  aol's  50%  mar- 
ket share  of  the  con- 
simier  online  business 
will  allow  it  to  stay 
ahead  of  Pi-odigy  Ser- 
vices, CompuServe, 
and  even  Microsoft. 
Best  of  all,  aol  will 
generate  positive  cash 
flow  in  the  next  two 
quai-tei"s,  he  beheves. 

EMERGING 
BULL 

Marianne  L.  Hay 
admits  to  some  wari- 
ness about  the  outlook 
for  U.  S.  stocks  in 
1997.  But  when  it 
comes  to  emerging  markets.  Hay  is  a 
steadfast  bull.  The  reason,  says  the 
Scottish-born  managing  director  of 
Moi'gan  Stanley  Asset  Management 
Ltd.,  is  "high  earaings  gi-owth  and  re- 
ally cheap  stocks."  On  average,  devel- 
oping economies  will  expand  by  6% 
next  year,  she  thinks — two  percentage 
points  better  than  those  in  the  indus- 
trial world. 

Hay,  44,  who  co-manages  the  closed- 
end  Morgan  Stanley  Emerging  Mar- 
kets Fund  along  with  Madav  Dhar,  is 
looking  for  bargains  to  spice  up  her 
$800  million  fund,  which  has  been  in 
the  doldnims  ever  since  logging  a  spec- 
tacular 89%  gain  in  1993.  A  victim  of 
the  spreading  investor  disdain  that  has 
afflicted  many  international  closed-end 
funds  lately,  Morgan  Stanley  Emerging 
Markets'  price  per  share  has  fallen  10% 
in  1996,  to  .$14.2.5,  even  as  its  net  asset 
value  has  risen  13%,  to  $16. 

Hay  likes  Brazil,  where  she  thinks 
inflation  "will  be  in  the  single  digits"  in 
1997  after  hitting  3,600%  only  two 
years  back.  Her  top  picks:  Telebriis, 


Managing  Director,  Morgan  Stanley 
Emerging  Markets  Fund 

COMPANY                     PRICE  (AS  OF  DEC.  17) 

TELEBRAS  (BRAZIL) 

$73.63* 

ELETROBRAS  (BRAZIL) 

16.63* 

HUFC  (INDIA) 

63.65 

PAKISTAN  TELECOM 

0.67 

EREGLI  (TURKEY) 

0.11 

UNIFIED  ENERGY  (RUSSIA) 

0.08 

SURGUTNEFTEGAS  (RUSSIA) 

0.40 

EASTERN  TOBACCO  (EGYPT) 

0.40 

HELWAN  CEMENT  (EGYPT) 

0.40 

SASOL  (S.AFRICA) 

11.25* 

the  phone  monopoly, 
and  Eletrobras,  the 
national  electric  company.  With  price- 
earnings  ratios  of  65  and  12.2,  respec- 
tively, "they're  among  the  cheapest 
[utilities]  in  the  world  vrith  the  best 
grovifth  potential."  She  is  also  bargain- 
hunting  in  India's  beaten-down  mar- 
ket, where  she  likes  Housing  Devel- 
opment Finance  Corp.,  the  No.  1  malter 
of  mortgages  for  middle-class  home- 
buyers.  She  has  gravitated  toward 
Sasol,  a  South  African  chemical  maker 
whose  exports  are  being  helped  by  the 
weak  rand.  And  she  likes  Eregli,  a 
state-controlled  Turkish  steel  manufac- 
turer that  may  well  be  up  for  privati- 
zation. 

Hay  is  most  enthusiastic  about  Rus- 
sia— "tomorrow's  growth  story,"  she 
calls  it.  She  advises  having  a  look  at  a 
trio  of  companies  with  American  de- 
positary receipts — electricity  producer 
Mosenergo,  gas  exporter  Gazpi-om,  and 
Lukoil,  the  country's  leading  producer 
of  cmde.  But  she  is  positively  exubei-- 
ant  about  Surgutneftegas,  another  oil 


American  depositary  receipt 

DATA:  MORGAN  STANLEY  ASSET  MANAGEMENT  LTD. 


company  that  ex- 
pects to  have  ADRs 
by  1997.  Its  market  capitalization  is 
just  $2.2  bilHon — or  only  220  a  share. 
"One  of  the  most  undervalued  energy 
situations"  in  Russia,  she  says. 

SMALL-CAP 
ISBEAUTIFUL 

William  K.  Jmilm's  fonnula  is  notMng 
if  not  consistent.  "I'm  looldng  for  tilings 
that  have  seen  theii-  coiTections  and  will 
see  significant  earnings  gi-owth,"  says 
the  founder  of  Oaldand  (Calif.)-based  Ju- 
rika  &  Voyles  Inc.,  which  manages  $5.5 
billion.  The  firni's  mini-cap  fund  is  up 
28.4%  tlu-ough  Dec.  13.  He  likes  small 
caps  because  they  offer  better  bai-gains. 

A  prime  example  is  ECi  Telecom,  a 
NASDAQ-listed  vendor  of  telecom  gear 
that  has  slumped  because  of  escalating 
tensions  in  the  Middle  East.  But  Jurika 
points  out  that  90%  of  its  business  is 
outside  of  Israel.  He  expects  an  18% 
gi-owth  rate  in  1997.  A  higher-risk  play 
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WILLIAM  JURIKA 


President,  Jurika 
&  Voyles  Inc. 

STOCK                         PRICE  (AS  OF  DEC.  16) 

AETNA 

73'/^ 

APRIA 

19/4 

ECl  TELECOM 

\9% 

GREENFIELD  INDUSTRIES 

29/2 

LIVING  CENTERS  OF  AMERICA 

25% 

MEDPARTNERS 

20% 

OCTEL 

nVi 

QUANEX 

2&% 

SYSTEM  SOFTWARE  ASSOC. 

11% 

XEROX 

bVA 

is  System  Softwai-e  Associates,  which 
makes  softwai-e  for  manufactm-ers.  Ow- 
ing to  a  big  loss  this  yeai'  and  a  delay  in 
upgi-ades,  the  stock  has  di-opped  from  26 
to  13.  But  this  lower-end  competitor  to 
Oracle  Coi-p.  has  gotten  veiy  good  prod- 
uct reviews.  "If  it  succeeds,  it  will  be  a 
big  winner — or  we  could  lose  half  our 
money,"  says  Jmika. 

In  the  health-care  area,  Jurika  Hkes 
Apria,  a  home-medical-equipment  com- 
pany. Its  stock  has  been  hit  lately  as  a 
result  of  a  merger,  but  Jurika  thinks  it 
will  earn  $1.80  and  gi-ow  20%  in  1997 
as  it  keeps  buying  mom-and-pop  oper- 
ations around  the  country.  Medpart- 
ners,  a  Los  Angeles-based  physicians 
practice  gi'oup,  will  benefit  from  the 
coming  consoHdation  of  individual  doc- 
tors into  groups.  Living  Centers  of 
America,  the  fourth-largest  nursing 
home  company  in  the  country,  will 
gi-ow  by  15%  in  1997. 

Two  fast  growers  in  more  prosaic 
businesses  that  Jmika  is  high  on  are 


ERIC  RYBACK 


Quanex, 
producer 


a  low-cost 
of  special 
metal  products  such  as  air-bag  canisters 
that  could  grow  15%  in  1997;  and  Green- 
field Industries,  which  makes  fine  in- 
dustrial drills  that  have  high  replace- 
ment rates  and  could  grow  20%. 

BEARISH  IS 
BETTER 

The  only  serious  bear  of  the  group  is 
Eric  E.  Ryback,  the  president  of  St. 
Louis-based  Ryback  Management  Coi-p. 
He  is  convinced  the  market  is  overval- 
ued and  could  tank  sometime  next  May. 
"We  think  we  are  on  the  cusp  of  a  bear 
market  here,"  he  says.  "A  healthy  cor- 
rection would  be  rather  nice.  That's 
what  we  live  for."  It's  no  suiprise  that 
the  $4  biUion  in  Ryback's  six  mutual 
funds  are  positioned  to  do  well  in  beai- 
markets.  His  Lindner  GroAvth  Fund  is 
still  up  19.1%  through  Dec.  13,  and  the 


DATA:  BLOOMBERG  FINANCIAL  SYSTEMS 


President,  Ryback 
Management  Corp. 

STOCK                        PRICE  (AS  OF  DEC.  13) 

AMERICAN  CLASSIC  VOYAGES 

lP/6 

CARDIOMETRICS 

5% 

EL  PASO  ELECTRIC 

6'/6 

ENSERCH  EXPLORATION 

11 '/a 

HANDLEMAN 

8% 

NORTHEAST  UTILITIES 

121^ 

NOVEL 

10 

REXEL 

14/2 

TESCORP 

3"/„ 

URANIUM  RESOURCES 

8% 

DATA:  BLOOMBERG  FINANCIAL  SYSTEMS 


Lindner  Bulwark 
Growth  Fund  is  up 
28.1%. 

Ryback  says  he 
looks  for  issues  that 
"have  been  neglect- 
ed in  some  fashion, 
and  we're  waiting 
for  investors  and 
analysts  to  discover 
them  next  year." 
Surely  only  the 
brave  would  buy 
Northeast  Utilities, 
the  troubled  Con- 
necticut nuclear- 
power-plant  opera- 
tor whose  stock  is 
dovsm  from  the  mid- 
20s  to  11.  He  thinks 
the  company  vM  re- 
port earnings  close  to  $2  a  shai'e  by 
mid-1998,  which  will  diive  the  stock  back 
up.  El  Paso  Electric,  which  just  came 
out  of  Chapter  11  bankruptcy  earlier 
this  yeai;  wfll  earn  over  600  next  year,  is 
aggressively  reducing  its  debt,  and  could 
reinstate  its  dividend,  Ryback  believes. 
He's  looking  for  the  stock  to  double  and 
wouldn't  be  surprised  by  a  takeover. 

Among  his  smallest  picks  are  Cardio- 
metrics  Inc.,  which  has  a  Food  &  Drug 
Administration-approved  product  that 
can  be  used  to  repair  clogged  arteries. 
He  also  likes  Rexel  Inc.,  the  fifth-largest 
electrical  distributor  in  the  U.S.  He 
points  out  that  it  is  gi-owing  by  buying 
rivals  and  says  he  expects  it  will  gener- 
ate $1.35  in  free  cash  flow  per  share  in 
1997,  vs.  $1.10  in  1996. 

Ryback's  favorite  industiy  gi'oup  is 
natm-al  gas,  a  classic  situation  of  a  com- 
modity in  short  supply.  He  especially 
likes  Enserch  Exploration  Inc.  He  be- 
lieves the  company  could 
make  a  huge  gas  discov- 
eiy  in  its  deep\rater  fields. 
Another  natm-al-resoui-ces 
play  is  Uranium  Re- 
soui'ces  Inc.,  the  lowest- 
cost  m-aniiun  producer  in 
North  America. 

Ryback's  only  ovei-seas 
pick  is  Ai'gentina's  Tes- 
coi-p.  He  tliinks  that  tliis 
owmer  and  operator  of  ca- 
ble systems  in  iiu-al  Ai"- 
gentina  is  an  attractive 
takeover  candidate,  espe- 
cially with  regulatory 
clianges  that  allow  for- 
eignei-s  to  buy  it. 

By  Leah  Nathans  Spim 
avd  William  G.  Glasgall 
in  New  York 
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BY  GENE  G.  MARCIAL 


HOW  GUESS? JEANS 

coukP  SHAPE yp 

Probably  the  only  company  with  a 
question  mark  after  its  name, 
Guess?  (ges)  failed  to  guess  right 
in  timing  its  initial  public  offering. 
When  it  went  public  in  August,  the 
IPO  mai-ket  was  in  a  funk.  So  Guess? 
had  to  cut  the  offeiing  price  from  23  to 
18  and  the  number  of  shai'es  offered 
from  9.2  million  to  7  million.  Since  then, 
the  stock  has  slumped  to  12.  Time  to 
dump  this  designer  and  maker  of  jeans 
and  other  casual  appai-el? 

By  no  means,  say  some  pros  who 

A  BAD  GUESS  ON  IPO  TIMING 


GUESS? 
STOCK  PRICE 

WEBLY  CLOSE 


0: 


EMNINfiS 
KIISIIME 

1997  EST. 

$1.53 

- 

1996  EST, 

$1.27 

1995 

$1.01 

AUG.  3 

ADOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MAKKETS,  RRST  CAU.  CORP. 

have  been  accumulating  stock.  "The 
name  Guess?  is  a  franchise  known 
worldwide,  and  its  stock  is  compeJUng- 
ly  cheap,  based  on  what  management 
has  shown  so  far  in  beating  the  Street's 
estimates,"  says  money  manager 
Michael  DiCarlo  of  dfs  Advisors  in 
Boston,  which  has  acquired  1.2  million 
shares.  In  Ught  of  its  sales  and  earn- 
ings. Guess?  is  "a  very  inexpensive 
stock,"  says  DiCarlo,  who  thinks  it 
should  be  worth  about  25. 

Another  money  manager,  who  has 
also  been  buying,  says  more  impres- 
sive numbers  will  appear  in  1998,  when 
a  big  push  overseas  will  show  up  in 
profits.  Analysts  haven't  yet  come  up 
with  estimates,  but  this  pro  figures 
Guess?,  which  operates  more  than  1,2-30 
U.  S.  shops  inside  department  stores 
and  115  stores  of  its  own,  will  make 
$1.86  a  share  in  1998,  a  21%  rise  from 
consensus  1997  estimates  of  $1.53. 
Some  35%  of  the  estimated  1997  earn- 
ings will  be  contributed  by  foreign 
sales.  In  1998,  that  contribution  will  be 
27%,  on  top  of  a  larger  base. 

Analyst  Brenda  Gall  of  Merrill  Lynch 


notes  that  the  Guess?  price-earnings 
ratio  of  9  is  by  far  the  lowest  in  its 
peer  gi-oup.  Guess?,  she  explains,  is 
trading  at  a  42%  discount  to  the  ap- 
pai-el  gi-oup  and  at  a  55%  discount  to 
the  Standai'd  &  Poor's  500-stock  index. 
Based  on  estimated  gi-owth  of  15%  to 
20%  over  the  next  five  years,  says  Gall, 
the  stock  deserves  a  p-e  of  at  least  13. 

Foreign  voliune,  figures  Gall,  should 
increase  by  more  than  35%  in  1997,  fu- 
eled by  sales  agreements  in  countries 
where  Guess?  clothes  and  jeans  aren't 
yet  sold.  Gall  expects  orders  abroad  in 
1997's  first  quai-ter  to  be  up  about  30%, 
and  she  looks  for  stronger  gains  later  in 
the  year. 

Orders  in  the  U.  S.  for  fashion  mer- 
chandise— 54%  of  total  sales — that  are 
scheduled  for  shipment  in  the  first 
quarter  of  1997  "continue  to  ran  ahead 
at  a  double-digit  rate,"  says  Gall. 

CASTLE:  WATCHIIVG  FOR 
TP.SJJ.GETOEIVD 

To  its  dismay,  A.M.  Castle  (CAS) 
has  discovered  that  an  impres- 
sive customer  list  is  no  guaran- 
tee the  stock  won't  go  south.  Castle's 
blue-chip  buyers  include  Boeing, 
Raytheon,  DuPont,  and  Beechcraft.  But 
when  Castle's  earnings  growth  showed 
signs  of  slowing,  big  and  small  in- 
vestors bailed  out,  causing  the  stock 
to  drop  to  16.  In  September,  it  had 
traded  at  26. 

No  matter,  says  David  MacGregor 
of  Midwest  Research  Maxus  Group  in 
Cleveland,  who  thinks  investors  looking 
for  a  company  with  a  "sohd"  balance 
sheet  and  a  shareholder-oriented  man- 
agement, will  "rediscover"  Castle.  He 
thinks  Castle,  a  major  distributor  of 
specialty  metals,  "is  worth  25." 

"The  company's  on  track  to  snap 
back,"  says  MacGregor,  although  he  ad- 
mits it  won't  be  easy  to  match  Cas- 
tle's stunning  earnings  growth  in  the 
past:  103%  in  1993  and  120%  in  1994. 
In  1995,  growth  was  down  to  73%.  For 
1996,  MacGregor  foresees  a  puny  3%. 

Castle  is  tiying  to  become  a  moi'e 
service-oriented  company.  It  provides  a 
variety  of  metals  in  relatively  small 
quantities,  often  pre-cut  or  pre-shaped, 
for  use  in  customers'  production 
processes.  Castle  uses  a  computer  sys- 
tem that  gives  cu.stomers  just-in-time 
inventory  management,  which  prevents 
overstocking  and  so  helps  reduce  costs. 

Management,  which  owns  40%  of  the 
company,  is  focusing  on  improving  op- 
erating mai-gins  and  making  the  busi- 


ness less  exposed  to  the  economic  cycle, 
says  MacGregor.  He  expects  Castle  to 
make  $2.30  a  shai-e  in  1997,  up  from  an 
estimated  $2  in  1996. 

PROMISING  PROSPECTS 
FOR  prostate  ™ 

Sometimes  the  stock  market  can 
be  pei-verse.  Shares  of  VidaMed 
(VIDA)  were  humming  along  just 
fine  and  moving  up — from  8  a  shai'e  in 
mid-July  to  135^  by  Sept.  30.  But  when 
the  company  received  soHd,  upbeat 
news  on  Oct.  8,  the  stock  headed  down. 
VidaMed  got  approval  fi-om  the  Food  & 
Drag  Administration  to  start  marketing 
its  product  to  treat  benign  prostatic 
hyperplasia  (bph) — a  condition  that 
causes  men  difficulty  in  iLrinating.  By 
Nov.  21,  VidaMed  was  down  to  854. 

That's  when  the  smait  money  began 
"opportunity-buying."  "On-the-news 
sellers"  pulled  the  stock  down,  analysts 
say.  The  stock  has  since  edged  up,  to 
10.  In  two  to  three  years,  "the  stock 
will  be  a  mai-velous  performer,"  says 
a  money  manager  who  has  accumulated 
a  3%  stake.  He  says  VidaMed's  prod- 
uct— TransUrethi-al  Needle  Ablation — 
is  a  cost-effective,  minimally  invasive 
way  of  treating  bph. 

The  approval  is  tenific  news,  he  says, 
for  millions  of  men  who  suffer  from 
BPH.  No  more  worries  about  sm-gery 
or  drag  therapies.  Phillip  Nalbone  of 
the  San  Francisco  investment  firm 
Volpe,  Welty  says 


the  product  is 
"vastly  superior  to 
current  therapies." 
The  Transureth- 
ral Needle  system 
uses  localized 
heat — radio  fi'e- 
quency  energy — ^to 
treat  the  enlarged 
prostate.  The  pro- 
cedure is  per- 
formed in  a  lu'olo- 
gist's  office  and 
does  not  require 
general  anesthesia. 

Nalbone  thinks 
the  product's  sales 
in  the  fouith  quarter 
$2.4  million 


WHY  A  DOWNTURN 
ON  UPBEAT  NEWS? 


VIDAMED 
STOCK  PRICE  : 
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of  1996  will  liit 
He  sees  VidaMed's  revenues 
rising  to  $22.8  million  in  1997  and  to 
$58.7  million  in  1998,  when  he  expects 
VidaMed  to  turn  a  profit  for  the  fii-st 
time,  earning  $1.60  a  shai-e.  Nalbone's 
12-month  tai-get  for  the  stock  is  2S.  Also 
liigli  on  tlie  stock:  Hambrecht  &  Quist, 
the  San  Francisco  investment  fu-m. 
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The  'Seatbelt'  Sign  Is  Still  On 

Expect  another  volatile  year.  But  global  demand  should  fuel  the  markets 


Through  much  of  1996,  commodi- 
ty-trading adviser  Steve  K.  De- 
Cook  was  close  to  hitting  the 
jackpot.  In  September,  his  futures  fund 
was  up  as  much  as  12%  as  his  bullish 
bets  on  com  and  soybean  prices  fi- 
nally stai-ted  paying  off.  Then  came 
the  harvest  surprise:  Better- 
than-expected  yields  pushed 
prices  shai-ply  lower.  As  farm- 
ers were  filling  their  bins, 
DeCook's   profits  were 
slipping  away,  and  he 
ended  October  down 
4%.  By  December, 
his   $95  million 
fund  had  clawed 
back  into  the 
black — but  only 
by  a  few  percent- 
age points.  "It 
has  been  a  year 
full  of  unantici- 
pated twists  and 
turns,"  DeCook 
explains. 

Expect  much  the 
same  in  1997.  Day-to-day 
trading  activity  will  be  fast-moving 
and  unpredictable.  Grain  markets  could 
continue  falling,  and  booming  energy 
markets  could  run  out  of  steam,  send- 
ing overall  commodity  prices  lower  for 
a  time.  Over  the  long  term,  though, 
the  trend  is  bullish:  Eobust  demand 
will  probably  lead  to  higher  prices  in 
coming  years.  Recovery  in  Japan  and 
Europe  will  pick  up  the  slack  from  a 
slowing  U.  S.  economy,  and  East  Asia 
will  continue  grovsdng.  On  the  supply 
side,  inventories  of  many  raw  materials 
will  remain  relatively  tight,  supporting 
higher  prices.  "The  basic  direction  for 
commodity  prices  is  upward.  This  is  a 
great  place  to  be,"  says  Michael  E. 
Metz,  chief  investment  strategist  at 
Oppenheimer  &  Co. 
INFLATION  JITTERS.  This  may  not  auger 
well  for  the  New  Economy,  though. 
Even  in  an  era  of  low  inflation,  gyrat- 
ing raw-materials  prices  can  spark  in- 
flation scares.  That  can  put  pressure 
on  the  Federal  Reserve  to  boost  inter- 
est rates.  And  should  a  crisis  rock  the 
globe,  the  sky  is  the  limit  for  hard  as- 
sets: "If  we  have  a  civil  war  tomorrow 
in  Russia,  raw-material  prices  wiW  rise 


significantly  and  fi- 
nancial assets  will  collapse,"  predicts 
Stefan  Judisch,  a  vice-president  at 
Union  Bank  of  Svwtzerland. 

As  always,  each  market  has  its  own 
peculiar  hot  buttons 
that  can  drastically  af- 
fect prices.  In  the 
short  term,  broad 
trends  can  take  a  back- 
seat to  everything 
from  rainfall  in  Des 
Moines  to  copper 
stockpiles  in  Rotter- 
dam. Certain  markets 
will  be  especially  sensi- 
tive to  news,  including 
crude  oil,  natural  gas, 
and  other  energy  con- 
tracts, which  were  a 
hot  play  in  '96.  A  spike 


HOT  BUTTONS 


Crude  oil,  natural 
gas,  and  other  energy 
contracts  will  be 
especially  sensitive 
to  news,  while  a  spike 
in  global  economic 
expansion  could 
send  aluminum 
prices  higher 


in  global  eco- 
nomic expansion 
could  send  aluminum 
and  other  industrial 
metals  higher.  Cat- 
tle prices  could 
move  ahead  by  the 
end  of  '97  as  the  im- 
pact of  a  recent  feed 
shortage  plays  out. 
Even  the  grain  and 
soybean  markets  that  so 
confounded  DeCook  and 
other  commodity  bulls 
could  see  plenty  of  action 
if    Mother  Nature 
plays  tricks  on  the 
^  Com  Belt. 

In  energy  mar- 
kets, which  over 
the  past  year 
have  seen 
their  most  ex- 
plosive trading 
since  the  Persian 
Gulf  War,  watch 
for  tall  peaks  and 
deep  valleys  again  in 
'97.  Ci-ude  oil  traded 
as  low  as  $19.46  per 
ban-el  in  Jime  before  roar- 
ing to  $25.92  on  Oct.  21.  After 
a  quick  reti-eat,  crude  for  Januaiy 
delivery  rebounded  to  close  at  $25.74 
as  of  Dec.  16.  Inventories  of  heating 
fuels  remain  so  depleted  that  the  mar- 
ket is  acutely  vulnerable  to  demand 
shocks.  To  keep  up,  "refiners  are  going 
aU-out,"  notes  analyst  Ann-Louise  Hit- 
tie  of  Cambridge  Energy  Research  As- 
sociates Inc.  in  Cambridge,  Mass.  She 
expects  energy  prices 
to  stay  relatively  liigh 
in  the  fii'st  quarter,  es- 
pecially if  unusually 
cold  weather  strikes 
the  U.S.  and  Eui'ope. 

The  biggest  check 
on  rising  energy  prices 
wll  be  booming  pro- 
duction. One  key  fac- 
tor: the  scope  of  Iraq's 
retui'n  to  the  cinde-oil 
export  market  under 
an  oil-for-aid  scheme 
approved  on  Dec.  9. 
Prices  could  come  un- 
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der  pressm-e  if  the  U.N.  allows  Iraqi 
baiTels  to  flow  in  bigger-than-expected 
quantities  over  the  next  year.  AVhile 
OPEC  isn't  expected  to  change  its  quo- 
tas, new  production  is  coming  ii'om  the 
North  Sea,  North  America,  and 
Venezuela.  Still,  demand  is  so  robust 
that  even  a  big  gush  of  supply  may 
not  force  down  prices:  "It  will  be 
soaked  up,"  Hittle  predicts. 

Production  is  much  more  sluggish 
for  industrial  metals,  and  that's  bullish 
for  prices.  Alimiinimi  already  has  start- 
ed reacting  to  forecasts  of  a  widening 
production/consumption  deficit  in  '97. 
The  outlook  for  lead  is  similar,  says 
Derek  S.  Van  Eck,  manager  of  the  Van 
Eck  Global  Hai-d- Assets  Fund.  Cop- 
per's outlook  is  more  akin  to  oil's:  tight 
inventories  now,  but  higher  production 
on  the  way.  Through  much  of  '97,  cop- 
per will  be  vulnerable  to  supply 
shocks — ^for  example,  mining  problems 
at  a  major  producer  such  as  Chile.  And 
Sumitomo  Corp.  will  be  a  wild  card  as 
it  repositions  in  the  aftermath  of  its 
$2.6  billion  copper-trading  scandal  last 
summer. 

Precious  metals  will  be  less  excit- 
ing. Gold  is  dead  in  the  water — and 
likely  to  stay  that  way.  Only  iimaway 
inflation,  a  U.  S.  stock-market  crash,  or 
some  other  cataclysmic  event  wOl  break 
prices  out  of  their  narrow  trading 
range  of  $.370  to  $400  in  '97.  One  po- 
tential drag  on  the  market  is  Euro- 
pean monetary  union.  Gold  bugs  worry 
that  European  central  banks  might  sell 
ofScial  gold  reserves  in  advance  of  cur- 
rency unification.  Gold  producers,,  too, 
appear  ready  to  sell  if  prices  move 
higher.  The  psychologicafly  significant 
$400  level  will  be  difficult  to  top,  says 
David  J.  Rinehimer,  director  of  futures 
research  at  Smith  Barney  &  Co.  Silver 
and  platinum  have  more  upside  poten- 
tial, he  says,  because  producers  aren't 
selling  as  aggressively,  central-bank  di- 
vestitures ai-en't  an  issue,  and  industrial 
use  is  likely  to  advance. 
CAFFEINE  FITS.  For  a  wake-up  call, 
traders  should  watch  the  coffee  market 
in  '97.  As  producers  have  held  back 
production  to  keep  prices  up,  consumer 
stockpiles  have  tightened  steadily.  Go- 
ing into  the  new  year,  inventories  were 
lean  in  the  U.S.,  Europe,  and  Japan, 
where  the  most  coffee  is  quaffed,  and 
January  futures  prices  were  at  $1.25 
per  pound  as  of  Dec.  16. 

But  that  could  change  soon:  The  har- 
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vest  of  high-quaUty  beans  in  Mexico, 
Central  America,  and  Colombia  was 
getting  off  to  a  strong  start  as  of  mid- 
December.  Robust  production  could 
push  prices  down  to  $1  or  so  in  the 
next  couple  of  months,  says  Smith  Bar- 
ney's Walter  Spilka,  a  softs-commodity 
analyst.  After  the  first  quarter,  the 
market  vrill  focus  on  the  Brazilian  har- 
vest in  July  and  August.  Since  coffee 
bushes  tend  to  produce  a  smaller  crop 
the  year  after  a  big  crop  is  harvested, 
Brazilian  production  likely  will  drop 
from  27  million  bags  in  '96  to  25  million 
or  so  in  '97,  Spilka  believes.  That  small- 
er yield  could  thin  out  stockpiles,  send- 
ing prices  back  up  in  the  second  half 


The  cocoa  market  has  the  opposite 
problem:  Inventories  couldn't  get  much 
bigger.  At  $1,362  per  metric  ton  as  of 
Dec.  16,  cocoa  prices  are  relatively  low 
compared  to  other  commodities  as  well 
as  historical  price  ranges.  The  bargain 
has  spurred  gi-eater  consimiption  and 
discouraged  producers  from  maximiz- 
ing their  crops.  Key  African  producers 
Ivoiy  Coast  and  Ghana  will  reap  small- 
er harvests  in  '97.  As  consumption  ex- 
ceeds production  and  world  stockpiles 
tighten,  cocoa  prices  could  test  $1,700  in 
'97,  Spilka  predicts.  One  "softs"  market 
that  won't  see  much  action:  sugar. 
Abimdant  supplies  and  steady  demand 
will  keep  prices  between  10(2  and  110 
per  pound,  Spilka  says. 
GHOST  HERD.  Among  other  agricultural 
products,  weather  will  be  an  even  big- 
ger factor  than  usual  because  supplies 
remain  relatively  tight.  The  cattle  mar- 
ket could  be  affected  if  frigid  tempera- 
tures this  winter  put  additional  stress 
on  a  lean  supply  of  animals.  Already, 
traders  have  seen  cattle  prices  shoot 
higher  after  steep  feed  costs  in  early 
'96  cut  into  breeding  stock.  "We  liqui- 
dated an  avsnful  lot  of  cows,"  says  ana- 
lyst Dan  A.  Vaught  of  A.  G.  Edwards 
&  Sons.  He  expects  prices  to  ebb  from 
current  levels  early  in  '97,  then  rise 
again  as  supplies  dry  up. 

As  for  the  gi-ain  markets,  some  be- 
lieve the  current  downturn  in  prices  is 
hkely  to  last.  Weather  conditions  in 
key  Midwest  growing  areas  have  been 
favorable,  with  good  moisture  levels. 
Farmers  in  the  U.S.  and  abroad  ai-e 
expected  to  plant  ample  acreage.  And 
technology — ^notably,  new  hybrid  seed — 
is  expected  to  boost  yields.  Unless  the 
'97  crop  runs  up  against  bad  weather, 
prices  won't  climb  much  higher,  says 
Richard  J.  Feltes,  director  of  commod- 
ity research  at  Refco  Group  Ltd. 

Yet  DeCook,  for  one,  is  not  con- 
vinced. He  suspects  that  the  U.  S.  Agi-i- 
culture  Dept.  overstated  the  hai-vest 
numbers  in  its  key  October  crop  re- 
port, especially  for  soybeans.  Since 
global  demand  is  growing  along  with 
incomes  and  population,  when  the  mar- 
ket recognizes  that  supplies  aren't  as 
bountiful  as  supposed,  prices  will  rise 
again,  DeCook  says.  Come  what  may, 
traders  will  be  spending  a  lot  of  time 
and  money  trying  to  gauge  how  much 
com  will  gi'ow,  oil  will  gush,  and  copper 
wall  sliine  in  '97. 

By  Ch-eg  Bums  in  Chicago 


mm 


★  In  food,  a  production  lull  could  send  COCOA  prices  upward.  ★  In  metals,  LEAD  could  go  higher  because 
demand  is  strong.  *  In  energy,  expect  crude  OIL  prices  to  remain  strong 
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A  Beautiful 
Market  for  Art 

Auction  houses  are  lively  as  collectors  pay  top  dollar  again 


A snapshot  of  a  dramatic  moment 
in  this  fall's  art  auctions: 
Renowned  collector  EM  Broad, 
chau-man  of  financial  services  compa- 
ny SunAmerica  Inc.,  is  duehng  at 
Sotheby's  Holdings  Inc.  in  New  York 
with  an  unidentified  telephone  bidder 
for  Forest  Scene,  a  late  painting  by  Roy 
Lichtenstein.  Broad  finally  drops  out, 
letting  the  work  go  to  his  rival  for  $2.1 
milMon.  Was  he  worried  that  the  bid- 
ding was  getting  a  little  overheated? 
Hai'dly.  "If  we  hadn't  bought  three  im- 
portant Lichtensteins  recently,  I  think 


MASTERPIECES 


Top-end  works-such 
as  a  bronze 
sculpture  by  Degas, 
Roy  Lichtenstein's 
Forest  Scene,  Willem 
de  Kooning's  Woman, 
and  Cashmere  by  John 
Singer  Sargent- 
met  and  sometimes  vast- 
ly exceeded  their 
estimated 
prices  at  auction 


we  would  have  bid  more,"  Broad  says. 

So  it  goes  in  the  art  market  these 
days.  Having  hit  bottom  in  1991,  many 
segments  of  the  market  have  enjoyed 
steady  growth  for  the  past  two  years 
and  show  good  prospects  for  1997.  Ac- 
knowledged masterpieces  commanded 
top  dollar  at  auction  this  fall.  For  in- 
stance, Woman,  a  1949  painting  by 
Willem  de  Kooning,  fetched  $15.6  mil- 
lion at  a  Christie's  International  PLC 
sale  on  Nov.  20.  At  Sotheby's,  casino 
owner  Stephen  A.  Wynn  paid  $2.9  mil- 
hon  for  a  pastel  by  Edouard  Manet, 
and  a  bronze  of  a  dancer  by  Degas 
went  for  $11.9  miUion.  But  there  has 
been  no  sign  of  the  frenzied  bid- 
ding that  sent  prices  spinning  out 
of  control  in  the  1980s.  "The  mar- 
ket has  regrouped,"  says  Broad. 
"We've  had  two  years  in  which  a 
floor  has  been  well  established." 
Adds  Christopher  Bxirge,  chair- 
man of  Christie's  Inc.:  "Right 
now,  the  art  market  is  growing 
at  a  beautifully  controlled  pace." 
LOVE  FACTOR.  Not  all  works,  how- 
ever, are  participating  in  the  buoy- 
ancy. The  Daily  Telegraph  Ai-t  100 
Index,  calculated  by  London  ana- 
lyst Robin  Duthy  using  auc- 
tion results  from  100  top 
artists,  fell  1.3%  in  1996.  That's 
largely  because  of  weak  demand 


for  Latin  American 
art,  some  European 
works,  and  contem- 
porary art.  At 
Sotheby's,  about 
one-third  of  the  Im- 
pressionist and  con- 
temporary works 
offered  at  auction 
this  fall  didn't  seU. 
"The  market  is 
pretty  good  at  the 
middle-to-top-end," 
says  Sotheby's  ceo 
Diana  D.  Brooks. 
"But  it  gets  weak- 
er as  you  go 
down.  If  you've  got 
a  good  $100,000 
work,  it  vrill  sell. 
But  if  it's  a  third- 
rate  Renoir,  it's 
tough  to  iind  a  bidder." 

Indeed,  many  experts  see  plenty  of 
scope  for  bargain  huntei-s,  paiticularly  if 
they  buy  through  art  galleries.  After 
suffering  thi'ough  most  of  the  1980s, 
the  gaUeiy  business  is  making  some- 
thing of  a  comeback.  "More  galleries 
have  opened  this  fall  than  at  any  time 
since  the  late  1980s,"  notes  Barbara 
Pollack,  editor  of  AH  Newsletter.  And 
existing  galleries  ai-e  doing  better  New 
York  dealei"  Tricia  Collins  estimates  tliat 
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"Collectors  should  explore 
what's  troubling  to  them," 
says  Arthur  Goldberg, 
who,  with  wife  Carol,  is 
a  longtime  collector  of 
contemporary  art 


her  business  is  up  38%  this  year.  Com- 
petition is  intense,  though,  and  dealers 
remain  chastened  by  the  recent  hard 
years.  Notes  Michael  C.  FitzGerald,  an 
associate  professor  of  fine  arts  at  Trini- 
ty College  in  Hartford,  Conn.:  "Deal- 
ers aren't  jacking  up  their  prices. 
They're  still  desperate  to  sell." 

Where  to  start?  Experts  caution 
never  to  buy  art  solely  as  an  invest- 
ment. "You  should  only  buy  works  you 
love,"  says  Sotheby's  Brooks.  "It's 


something  you 
have  to  hve  with, 
as  well  as  insure 
and  care  for."  Af- 
ter that,  the  near 
universal  advice  of 
collectors  is  to  pick 
one  area  of  inter- 
est and  research 
it  intensely — some- 
thing most  art 
shoppers  these 
days  are  doing  in 
spades.  "The  buy- 
ers we're  seeing 
right  now  ai-e  very 
informed,  people 
who  are  buying  to 
collect  or  keep 
things  in  their 
homes,"  says  New 
York  dealer  Jef&'ey 
Deitch.  "There's 
very  little  specula- 
tive buying  right 
now." 

And  what's  real- 
ly hot  right  now  is  American  art,  es- 
pecially pre-World  War  II  works.  At 
Sotheby's,  for  instance.  Cashmere,  a 
painting  by  John  Singer  Sargent,  was 
bought  by  an  unidentified  buyer  for 
$11.1  milMon,  nearly  double  initial  esti- 
mates. Wall  Streeters  and  entrepre- 
neiu's,  flush  from  the  market's  boom, 
are  said  to  be  doing  much  of  the  buy- 
ing. However,  demand  has  pushed 
prices  up,  so  caution  is  advised.  Among 
potential  buys,  Burge  suggests  aii;ists 
who  are  still  a  bit  out  of  vogue,  such  as 
those  in  the  tum-of-the-century  Ashcan 
School,  including  such  painters  as 
Robert  Henri  and  William  Glackens. 
"You  can  get  something  really  major 
for  .$200,000,"  he  says.  He  also  sug- 
gests looking  at  the  better  Hudson  Riv- 
er School  painters,  such  as  John  Fred- 
erick Kensett  and  Sanford  Robinson 
Gifford. 

A  riskier  area  of  interest  is  contem- 
porary art.  Aithur  A.  Goldberg,  a  prin- 
cipal at  New  Yoi-k  money  managers 
Neuberger  &  Berman,  who  with  his 
wife,  Carol,  is  a  longtime  collector, 
notes  that  prices  there  are  still  "scrap- 
ing along  the  bottom."  He  suggests  go- 
ing straight  to  the  cutting  edge:  worlcs 
of  little-known  and  generally  young 


artists.  "Collectors  should 
explore  what's  troubling  to 
them,"  Goldberg  says. 
"They  should  spend  a  lot  of 
time  studying  things  they 
think  are  not  art." 

In  the  Goldbergs'  case, 
that  philosophy  has  led  to 
the  recent  purchase  of  a 
wide  range  of  works  by 
U.  S.  and  foreign  artists, 
among  them  Chen  Zhen,  a  Chinese 
sculptor  and  installation  artist  living  in 
Paris;  Jason  Rhoades,  a  young  Ameri- 
can sculptor  and  environmental  artist; 
and  Ian  Hamilton  Finlay,  a  Scottish 
sculptor  and  poet.  Other  collectors  are 
acquiring  woi-k  by  artists  included  m 
the  last  Biennial  show  held  by  New 
York's  Whitney  Museum  of  American 
Art.  Broad,  for  instance,  recently 
bought  a  work  by  Ellen  Gallagher,  a 
young  Boston  painter.  Such  ai-t  can  ap- 
preciate rapidly  in  value:  Works  by 
Toba  Khedoori,  another  Biennial  alum, 
have  tripled  in  value,  to  ai-ound  $15,000, 
in  recent  months.  Another  good,  if 
pricier,  bet  ai-e  works  by  contemporai-y 
German  and  EngUsh  artists,  such  as 
Georg  Baselitz  and  Damien  Hirst,  who 
Goldberg  feels  are  undervalued. 
OVER-THE-TOP  FIGURE.  Indeed,  interna- 
tional artwork  generally  provides  good 
value.  Asian  art,  both  classical  and  con- 
temporary, is  starting  to  get  very  hot. 
Most  New  York  galleries  have  been 
adding  young  Asian  artists  to  the  co- 
terie they  represent.  Historical  works, 
especially  fi'om  China,  also  ai-e  appre- 
ciating in  value.  For  instance,  one  rai-e 
glazed  Northern  Qui  Dynasty  stone  fig- 
ure sold  at  a  Christie's  auction  in  No- 
vember for  $453,500,  vs.  a  top  estimate 
of  $250,000.  But  prices  usually  ai-e  low- 
er, notes  Theow-Huang  Tow,  a  Chinese 
art  expert  at  Chi-istie's.  "At  my  sales, 
anyone  with  $10,000  to  $20,000  is  an 
important  collector,  "  says  Tow. 

Burge  suggests  there  are  even  bar- 
gains in  the  second  tier  of  the  Em-o- 
pean  Old  Master's  market.  "You're  not 
going  to  get  a  da  Vinci,"  he  says.  "But 
there  are  many  good  works  available 
right  now  at  quite  reasonable  prices." 

Even  if  the  market  weakens  next 
year,  art  is  likely  to  be  a  reasonably 
good  investment.  The  Railways  Pen- 
sion Fund  in  Britain  next  year  plans  to 
sell  off  the  last  160  works  of  a  collec- 
tion of  2,000  works  accumulated  since 
the  1970s.  Its  annual  return,  it  figin-es: 
a  respectable  13%.  "If  we  had  a  \5% 
drop  in  the  stock  mai-ket,  people  might 
get  nervous  and  hold  on  to  their  wal- 
lets a  little  more,"  says  SunAmerica's 
Broad.  But,  he  notes,  tine  collectors 
never  stop  buying  entirely. 

By  Thave  Peterson,  with  Julia  Flynn 
in  London 
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STOCKS 


RFTT  IIYS£  STOCK  .lust  one  month  after 
/  frrtm  the  American  Stock  Ex- 
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Inc. — 
iif  Big 
'■r.  The  compa- 
.  .     .-  P(  cards,  but 
'.ve  Emanuel  Pinez  is  al- 
kout  for  new  ideas, 
•id  f'orp.  contracted 
^fible  the  circuit 
:iew  digital  cam- 
era-H.  On  Dec.  y.  when  Centennial  ac- 
quired a  12**  stake  in  VIA  Inc.,  which 
makes  a  miniature  computer  that  can 
be  worn  as  a  belt,  the  stock  jumped 
five  points.  Alan  K.  Alpers,  senior 
portfolio  manager  at  Navellier,  a  mu- 
tual-fund family  in  Reno,  Nev.,  likes 
the  company  because  "earnings  esti- 
mates are  continually  being  revised 
upward,"  though  he  acknowledges  the 
current  price-earnings  ratio  of  107  is 
steep.  But  with  the  company's  plans  to 
expand  both  overseas  and  domestical- 
ly in  1997,  Centennial  could  continue 
i'    a.scent  into  the  next  century. 


WORST  NYSE  STOCK  F(,xM,'i/rr  Healll. 
Corp.  is  a  classic  story  of  gi'eal  expec  - 
tations that  were  dashed.  Based  on 
speculation  that  the  company  would 
sell  its  core  as.set — FoxMeyer  Drut; 
Co.,  the  nation's  fourth-largest  (\ru\i 
wholesaler — for  a  tidy  pi'ofit,  the  stocl; 
started  the  year  with  an  inflated  price 
of  around  $22  a  share,  says  A.  G.  Ed- 
wards &  Sons  analyst  Donald  Sjiindel. 
Instead,  the  drug  company  filed  for 
Chapter  11  and  was  snapped  up  for  a 
song  by  McKesson  Corp.,  its  largest 
competitor.  The  stock  is  now  trading 
at  just  over  $1  a  share.  "FoxMeyer 
Drug  made  big  bets  on  their  ability  to 
find  new  customers  and  drive  down 
costs — and  lost,"  says  Larry  Marsh, 
research  directoi-  at  Salomon  Brothei-s 
Inc.  A  group  of  creditors  is  now  suing 
F"oxMeyer  for  $198  million,  claiming 
that  the  company  illeg-ally  transferred 
assets  out  of  the  dnig  division  before 
the  bankruptcy  filing.  Although  Fox- 


n  and  Landis 
;ked  up  a 
Dpping  65% 
n  in  their 
ih-tech  fund 


•4  BEST  STOCK  GROUP 

The  flame  burned  hot 
for  oil  and  gas 
drilling  companies 
thanks  to  3-D 
seismic  technology 
and  a  rig  shortage 


T  BEST  NASDAQ  STOCK 

The  computer 
witching  hour,  the 
year  2000,  nears  for 
corporate  systems, 
and  Viasoft's  programs 
can  fix  the  big  glitch 


Meyer  Drug  insiders  continue  to  buy 
back  stock,  outside  shareholders  may 
not  be  quite  as  optimistic. 

BEST  AMEX  STOCK  UTi  Energy  Cm-p.  While 
most  of  its  competitors  drill  offshore, 
this  Wayne  (Pa.)  oil  service  company 
is  a  leader  on  land.  Increased  drilling 
activity  coupled  with  a  limited  supply  of 
workers  and  rigs  have  caused  share 
prices  to  skyrocket:  The  stock  began 
the  year  around  $6  and  is  cun-ently 
trading  close  to  $-34,  an  increase  of  more 
than  502%.  With  only  1,500  land  rigs 
in  the  U.S.,  major  oil  companies  are 
turning  for  assistance  to  uti,  the  third- 
largest  owner  of  rigs  in  the  country. 
Several  strategic  acquisitions  and  in- 
sider ownership  of  close  to  55%  has 
piqued  investor  interest,  says  analyst 
Paul  Chambers  at  Howard,  Weil, 
Labouisse,  Friedrichs  Inc.  Although 
UTi's  current  p-e  ratio  of  28  is  high 
based  on  estimated  1997  earnings. 
Chambers  believes  that  earnings  per 
share  may  exceed  $2  in  1998,  vs.  $1.32 
in  1997. 

WORST  AMEX  STOCK  Datametrics  Corp.'s 
main  products,  high-speed  color  print- 
ers, are  designed  to  withstand  even  a 
nuclear  war.  Unfortunately  for  in- 
vestors, it  was  Datametrics'  share 
price — currently  .$1 — that  got  nuked. 
The  company  tried  and  failed  to  devel- 
op a  commercial  version  of  the  printers 
it  has  been  selling  to  the  U.  S.  Defense 


Dept.  for  more  than  30  years,  says 
Seth  H.  Feinstein,  a  senior  analyst  and 
pai-tner  at  Crowell,  Weedon  &  Co.  Al- 
though Datametrics  continues  to  ex- 
pand its  defense-related  contracts  and 
reduce  expenditui'es,  it  may  turn  out  to 
be  too  little  too  late. 

BEST  NASDAQ  STOCK  The  main  product  of 
software  developer  Viasoft  Inc.,  the 
Existing  Systems  Workbench,  is  in 
high  demand  as  Corporate  America 
scrambles  to  update  its  computer  sys- 
tems before  the  millennium,  when  all 
systems  must  change  from  a  two-  to 
four-digit  date.  If  the  correction  isn't 
made,  the  consequences  could  be  dis- 
astrous. For  instance,  a  phone  call  that 
began  just  before  midnight  on  Dec.  31, 
1999,  and  extended  into  Jan.  1,  2000, 
would  show  up  on  the  bill  as  a  99-year 
call;  prisoners  would  be  released  early; 
and  driver's  Hcenses  and  Social  Secu- 
rity numbers  would  be  invahdated.  As 
concern  grows  about  the  year  2000 
dilemma,  so  does  Viasoft's  share  price, 
up  742%  this  year.  Chief  Financial  Of- 
ficer Mark  Schonau  anticipates  addi- 
tional growth  as  European  banks  con- 
vert their  systems  to  accommodate  a 
common  currency.  The  current  p-e  of 
111  is  lofty,  but  increased  corporate 
spending  in  1997  should  help  earnings 
catch  up  in  the  second  half  of  the  year, 
says  Tarun  Chandra,  vice-president  for 
technology  research  at  Laidlaw  Equi- 
ties Inc. 


WORST  NASDAQ  STOCK  Starved  for  capital, 
SC&T  International  Inc.,  a  multimedia 
components  manufacturer,  called  on 
Sovereign  Equity  Management  Corp. 
to  manage  its  December,  1995,  initial 
pubKc  offeiTng.  Unbeknownst  to  sc&t, 
the  Boca  Eaton  (Fla.)  brokerage  had 
ties  to  organized  crime,  according  to 
BUSINESS  WEEK  (Dec.  16).  Five  months 
after  the  IPO,  Sovereign — which  had 
been  executing  more  than  60%  of 
sc&t's  trades — cut  back  its  support  of 
the  stock  and  sent  the  price  into  a 
dowmward  spiral  that  hasn't  stopped. 
With  shares  now  selling  for  mere  pen- 
nies, it's  going  to  take  more  than  just  a 
few  securities  regulators  to  turn  this 
company  around. 

BEST  STOCK  GROUP  For  oil  and  gas 

drilling  companies,  it  was  a  yeai-  to 
remember.  Up  more  than  100%  on  av- 
erage, these  companies  benefited  from 
an  increase  in  drilling  activity  and  a 
shortage  of  the  rigs  needed  to  do  it, 
says  Ai'vind  Sanger,  vice-president  at 
Donaldson,  Lufkin  &  Jenrette  Securi- 
ties Corp.  Interest  in  both  offshore 
and  land  drilling  has  picked  up  since 
the  advent  of  three-dimensional  seis- 
mic technology,  which  allows  compa- 
nies actually  to  see  where  and  what 
they  are  drilling.  And  over  tlie  past  12 
to  18  months,  a  dramatic  increase  in 
commodity  prices  and  day  rates — the 
daily  rental  fees  drillers  charge  oil 
companies — have  made  companies  such 
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1996'S  BEST  AND  WORST 


WINNERS  &  LOSERS 


A  BEST  COMMODITY 

Hogs  were  king  as 
tight  supplies  of 
live  porkers  drove 
prices  relentlessly 
higher — nearly  61% 

►  WORST  STOCK 
FUND  MANAGER 

G.  Paul  Matthew^s' 
Korea  fund  took 
a  drubbing.  It 
dropped  26% 


as  Global  Marine,  Rowan  &  Falcon 
Drilling  standout  performers. 

WORST  STOCK  GROUP  The  Telecommunica- 
tions RefoiTn  Act  of  1996  has  UTevoca- 
bly  changed  the  broadcast  and  media 
industry,  which  was  down  19.24%.  Now 
that  long-distance  and  local  telephone 
caiTiers  and  cable  operators  have  ac- 
cess to  each  other's  markets,  competition 
is  fierce.  Because  of  deregulation  and 
pricey  new  fiber-optic  technology,  much 
of  the  cable  industry  remains  in  the  red. 
But  with  lots  of  new  products  in  the 
pipeline  and  future  consohdation  likely, 
investors  may  want  to  stay  tuned. 


PEOPLE 


BEST  STOCK  FUND  MANAGERS  Kevin  Kam 
and  Kevin  Landis,  co-managers  of  In- 
teractive Investments  Technology  Val- 
ue Fund,  are  privy  to  some  of  the 
hottest  stock  tips  around:  More  than 
200  high-tech  industiy  insiders  ai-e  also 
shareholders.  A  former  product  man- 
ager for  semiconductor  maker  S-Mos 
Systems,  Landis  invested  almost  70% 
of  the  2i^-year-old  fund's  assets  in  semi- 
conductor and  networldng  stocks.  Kam 
used  his  expertise  as  the  founder  of  a 
medical  device  company  to  add  some 
medical  technology  issues.  Up  65% 
through  Dec.  13,  the  fund  doubled  its 
asset  base,  to  $30  million,  in  less  than 
two  months.  The  two  Kevins  are  sure 
to  attract  more  than  techie  types  in 
the  months  ahead. 


■Hj^^^^^H                         **y              —  ■  

▲  BEST  OVERSEAS  MARKET 

China's  Shenzen  B  shares  w/ent  on  a  m\d  ride,  gaining  126%,  though 
Communist  Party  officials  eventually  put  a  stop  to  the  festivities 


WORST  STOCK  FUND  MANAGER  G.  Paul 
Matthews,  manager  of  the  Matthews 
Korea  Fund,  says  disastrous  corporate 
earnings  contributed  to  his  fund's  poor 
performance — down  26%  through  Dec. 
18.  Although  South  Korea's  economy 
has  grown  6%  this  year,  a  prolonged 
slowdown  in  key  export  sectors — semi- 
conductors, steel,  and  petrochemicals — 
has  meant  two  consecutive  years  of 
weak  stock  mai-ket  returns.  South  Ko- 
rea may  still  be  the  cheapest  equity 
market  in  Asia,  Matthews  says.  But  in 
order  for  stocks  to  reach  their  full  po- 
tential, the  government  must  get  seri- 
ous about  deregulation.  With  a  presi- 
dential election  scheduled  for  1997, 
change  may  be  on  the  horizon. 

BEST  COMMODITIES  FUND  MANAGER  Richard 
J.  Dennis  became  a  legend  in  the 
Cliicago  futm-es  pits  in  the  1980s  as  he 
built  an  estimated  $200  million  fortune. 
Then  his  luck  turned  som-  with  losses 
in  high-profile  public  fimds.  Now,  the 
$60  million  fund  managed  by  Ws  Cliica- 
go-based  Dennis  Ti-ading  Group  is  up 
119.4%  through  October,  according  to 
Barclay  Ti-ading  Group  Ltd.  The  key  to 
his  renewed  success?  Mechanization. 
Evei-y  one  of  liis  trading  decisions  is 
computer-driven.  Whereas  in  the  past 
Dennis  would  overi'ide  computer-gen- 
erated trades  that  seemed  too  risky, 
his  curi'ent  system  allows  for  no  such 
human  interference.  The  latest  results 
have  left  Dennis  content  to  ride  the 
electronic  tide. 


MARKETS 


BEST  COMMODITY  Talk  about  hog  wild. 
Prices  of  live  hogs  soai-ed  almost  61% 
thi'ough  Dec.  16,  as  tight  supplies  di'ove 
the  market  relentlessly  higher.  Tlie 
seeds  of  the  cuiTent  rally  were  sown 
when  feed  costs  skyi'ocketed  at  the  end 
of  '95.  Faced  with  losses,  hog  producei-s 
slaughtered  theii-  hei-ds,  sending  meat  to 
market  by  the  ton.  In  June,  feed  prices 
moderated,  and  hogs  again  became  prof- 
itable. Anticipating  a  strong  mai'ket  in 
1997,  hog  producei-s  ai-en't  sending  as 
many  big  and  little  piggies  to  mai"ket  in 
order  to  rebuild  theu"  breeding  herds. 
And  even  as  supply  tightens,  export  de- 
mand is  giming.  "It's  ceitainly  not  a 
mai-ket  where  you  want  to  be  short," 
notes  Alai'on  'R-ading  Coi-p.'s  senior  live- 
stock analyst,  Chai'les  K.  Levitt. 

BEST  OVERSEAS  MARKET  UntU  Dec.  16,  Chi- 
7ia's  Shenzen  B  share  mai'ket  was  up 
126%,  thanlvs  to  falling  interest  rates 
and  lax  mai-ket  ovei-sight.  Most  of  the 
gain  came  in  niid-November,  when  locals, 
who  ai'e  tedinically  banned  fi'om  buying 
B  shiu'es,  plunged  into  the  mai-ket  any- 
way. Alanned,  Communist  Party  offi- 
cials put  a  stop  to  the  boomlet  by  de- 
claring a  a-ackdo\TO  on  speculation.  Tlie 
mai-ket  promptly  plummeted  more  than 
20%.  Dai-ede\'il  investoi-s  take  notice. 

By  Kerrij  Capell,  with  William  Gins- 
gall  in  New  York.  Greg  Burns  in 
Chicago,  and  Geoffrey  Smith  in  Boston 
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SS  BankExIm 

Bmnk  Ekapor  Impor  IntSonmtIm 


In  countries  where 
people  can't  expect 
to  see  forty, 
at  least  thet 

can  expect  to  see. 


In  today's  enlightened  world,  it 
may  come  as  a  sun^rise  that  between 
41  and  52  million  people  are  blind 
or  Tisually  impaired.  As  many  as 
90%  live  in  developing  third-world 
countries.  And  approximately  80% 
of  that  blindness  is  preventable. 

Surgical  Eye  Expeditions  (S.E.E.) 
puts  together  teams  of  trained 
ophthalmologists  and  assistants 


who  lly  around  the  world  to  perform 
free,  sight-restoring  surgery.  As 
many  as  100  people  can  see  again 
during  a  tyjiical  two-day  exi^edition. 

But  not  without  you. 

While  S.E.E.  ophthalmologists  pay 
all  their  travel  expenses,  your 
donations  pay  for  critical  sun?ical 
supplies. 

With  your  help,  there  is  hoi>e  in  sight. 


S.   E.   E.    I  n  t  e  r  n  a  t  1  o  n  a  1 


Call  1-800-20-TO-SEE  for  more  ijiforraation. 


THE  INVESTMENT  SCOREBOARD 


U.S.  EARNINGS  OUTLOOK 


Got  Your  Scorecard? 

You  have  to  look  carefully  to  separate  the  earnings  trailblazers  from  the  laggards 


In  1996,  the  Dow  Jones  industrial 
average  broke  the  5500,  6000,  and 
6500  barriers.  And  with  the  like- 
lihood of  continued  low  inflation,  steady 
interest  rates,  and  healthy  economic 
growth,  next  year  could  see  more 
records  shattered. 

There  are,  however,  worries.  The 
price-earnings  ratio  for  the  Standard 
&  Poor's  500-stock  index  is  20,  far 
above  the  historical  average,  and  divi- 
dend yields  are  a  slim  2%,  down  for 
the  second  year  in  a  row.  But  that's 
for  the  overall  market.  What  about  spe- 
cific industries  and  individual  stacks? 
How  do  they  stack  up?  That's  where 
the  Investment  Outlook  Scoreboard 
comes  in.  Data  from  Standard  &  Poor's 
Compustat  show  the  historical  perfor- 
mance and  key  ratios  for  900  publicly 
traded  companies.  The  companies  are 
divided  into  24  industries  so  that  they 
can  be  directly  compared  with  their 
competitors,  i/b/e/s  International,  a  Pri- 
mark  Corp.  company,  provides  1996  and 
1997  earnings  estimates,  based  on  its 
survey  of  2,912  analysts. 
YIELD  CURVE.  To  help  you  sort  through 
the  numbers,  the  companies  were 
screened  by  six  different  investment 
criteria.  Be  careful  when  looking  at  the 
eye-popping  numbers  some  companies 
feature.  Large  increases  may  rtiean  a 
company  could  really  turn  things 
aroxmd  but  can  just  as  easily  mean  that 
a  company  had  horrible  results  in  the 
base  period.  Take  the  case  of  Florida- 
based  Sunbeam  Corp.  Earnings  in  1997 
are  forecast  to  rise  a  stunning  92-3%,  to 
$1..3.3  a  share.  What's  behind  the  big 
jump?  CEO  Albert  J.  Dunlap  announced 
a  major  restructuring  of  the  home- 
products  maker.  Noncore  units  (such 
as  furniture  and  decorative  bedding) 
will  be  divested,  divisional  and  region- 
al headquarters  will  be  consolidated, 
and  excess  production  capacity  will  be 
eliminated.  There  wnll  also  be  6,000 
fewer  employees.  The  goal  is  to  double 
revenues  through  a  stream  of  new 
products  and  to  triple  international 
sales.  The  price  tag  for  this  ambitious 
plan  is  an  estimated  .$300  million  charge 
to  1996  earnings,  expected  to  come  in 
at  13^  a  share,  down  79%  from  1995. 
Much  of  the  expected  earnings  growth 
may  already  be  factored  into  the  cur- 


rent share  price.  Sunbeam's  stock  is 
up  93%  since  Dunlap  joined  the  com- 
pany in  July. 

Many  investors  are  on  the  lookout 
for  companies  that  pay  a  large  divi- 
dend in  relation  to  its  stock  price.  The 
problem  with  hunting  high  yields  is 
that  often  the  yield  is  going -up  be- 
cause the  stock  price  is  going  down. 
Take  Connecticut-based  Northeast  Util- 
ities: Its  8.4%  yield  is  very  attractive. 


but  the  stock  price  has  fallen  from  2A'A 
at  the  beginning  of  the  year  to  12%, 
and  the  quarterly  dividend  was  cut 
from  440  to  250.  Likewise,  peco  Ener- 
gy has  seen  its  stock  price  drop  from 
^0%  at  the  end  of  1995  to  25. 

To  value-oriented  investors,  compa- 
nies vsdth  low  p-e  ratios  are  quite  ap- 
pealing. Projecting  ahead  to  1997, 
Chrysler's  p-e  of  7.4  is  half  the  p-e  of 
14.8  projected  for  all  the  companies 


INDUSTRY  GROUP  WINNERS  AND  LOSERS 


1996'$  STRONGEST... 

1997'S  STRONGEST... 

EARNINGS  CHANGE 
FROM  1995 

EST.  EARNINGS  CHANGE 
FROM  1996 

APPAREL 

428% 

POUUTION  CONTROL 

164% 

GLASS  CONTAINERS 

252 

COMPUTERS  &  PERIPHERALS 

127 

AIRLINES 

223 

ALUMINUM 

86 

COAL,  OIL  &  GAS 

193 

TRUCKING  &  SHIPPING 

80 

DISCOUNT  &  FASHION  RETAILING 

152 

EATING  PLACES 

77 

BUSINESS  MACHINES  &  SERVICES  147 

ENTERTAINMENT 

47 

GAS  UTILITIES 

135 

ELECTRICAL  PRODUCTS 

45 

HEALTH-CARE  SERVICES 

133 

FOREST  PRODUCTS 

44 

MISCELLANEOUS  LEISURE 

123 

TELECOMMUNICATIONS 

44 

DRUG  DISTRIBUTION 

121 

TEXTILES 

41 

...AND  WEAKEST 

■         ...AND  WEAKEST 

EARNINGS  CHANGE 
FROM  1995 

EST.  EARNINGS  CHANGE 
FROM  1996 

FOREST  PRODUCTS 

-73% 

NONFERROUS  METALS 

-9% 

PAPER  CONTAINERS 

-63 

ELECTRIC  UTILITIES 

+4 

POLLUTION  CONTROL 

-57 

FINANCIAL  SERVICES 

+4 

STEEL 

-52 

GAS  UTILITIES 

+7 

ALUMINUM 

-50 

PAPER 

+7 

PAPER 

-38 

SPECIAL  MACHINERY 

+7 

NONFERROUS  METALS 

-34 

TELEPHONE  COMPANIES 

+8 

SEMICONDUCT.  &  OTHER  COMP. 

-30 

COAL,  OIL  &  GAS 

+9 

ENTERTAINMENT 

-23 

BANKS-SOUTH  &  SOUTHEAST 

+  10 

CHEMICALS 

-11 

BUILDING  MATERIALS 

+11 

Because  of  losses  in  1995,  earnings  gains  or  losses  cannot  be  meaningfully  calculated 
on  a  percentage  basis  for  the  broadcasters,  eating  places,  or  petroleum  services  compa- 
nies. Because  of  projected  losses  in  1996  and  1997,  earnings  gains  or  losses  cannot 
be  meaningfully  calculated  on  a  percentage  basis  for  broadcasters. 


DATA:  mm  IMTERNAIIONAL  INC,  STANDARD  »  POOR'S  COMPUSTAT 
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THE  INVESTMENT  SCOREBOARD 


U.S.  EARNINGS  OUTLOOK 


in  the  Scoreboard,  and  slightly  less 
than  Ford  (8.1)  and  General  Motors 
(7.8).  While  1995  was  a  bit  of  a  disap- 
pointment for  the  smallest  of  the  Big 
Three  auto  makers,  Chrysler  Corp. 
has  been  running  on  all  cylinders  this 
year,  racking  up  big  sales  for  its  mini- 
vans,  pickups,  and  sport-utility  vehi- 
cles. Will  1997  be  another  record-set- 
ting year?  It  depends  on  w^hether 
interest  rates  stay  at  current  levels, 
whether  the  yen  weakens  against  the 


dollar,  and  whether  Chrysler  faces 
stiffer  competition  in  its  key  lines,  in- 
formation that  the  Scoreboard  can't 
answer. 

Companies  unnoticed  by  institutional 
investors  can  provide  a  handsome  pay- 
off when  they  finally  get  some  atten- 
tion. But  also  look  at  the  number  of 
institutions  holding  stock.  If  there  are 
too  few,  the  price  could  be  adversely  af- 
fected if  one  decides  to  sell.  With  123 
different  institutional  stockholders,  Arco 


Chemical  is  widely  held  for  a  company 
v/ith  only  7%  institutional  holdings. 

lb  be  a  successful  investor,  you  need 
a  plan.  Going  vdth  youi-  gut  increases 
the  chances  that  you'll  end  up  with  in- 
digestion. Analyze  the  data,  look  into 
the  companies  you  plan  to  invest  in, 
and  only  take  on  as  much  risk  as  you 
feel  conifoi-table  with.  Do  that,  and  1997 
could  be  a  rewarding  yeai*. 

By  Frederick  F.  Jespersen 
in  New  York 


A  MENU  OF  INVESTMENT  OPPORTUNITIES 

Be  careful.  Although  the  numbers  seem  enticing,  unusually  high  or  low  percentages  may  be  a  sign  of  trouble. 


IIKUI  HOPES  FOli  EARNINGS 


These  companies'  earnings  are  forecast  to 
vwve  smartly  in  1997. 

PERCENT  CHANGE 


THE  LOWEST  PRICE-EARNINGS  RATIOS 


Prices  of  these  stocks  compared  with  1997 
earnings  may  suggest  unrecognized  values. 


STOCKS  SELLING  WAY  BELOW  BOOK  VALUE 


Bargain  hunters,  take  note.  The  stock  price 
of  these  companies  as  a  percentage  of  book 
value  is  very  low. 


1996-97 

RATIO 

PERCENT 

FIELDCREST  CANNON 

950% 

LABORATORY  CORP.  OF  AMERICA 

6.4 

VENTURE  STORES 

23% 

SUNBEAM 

923 

COLLINS  &  AIKMAN 

6.5 

WHX 

30 

RELIANCE  GROUP  HOLDINGS 

900 

THORN  APPLE  VALLEY 

6.5 

HECHINGER 

30 

SCIENTIFIC-ATLANTA 

811 

CONTINENTAL  AIRLINES 

6.8 

PAYLESS  CASHWAYS 

33 

PERKIN-ELMER 

747 

JOHN  ALDEN  FINANCIAL 

7.1 

BAKER  (J.) 

46 

CIRRUS  LOGIC 

511 

NORTHWEST  AIRLINES 

7.2 

NIAGARA  MOHAWK  POWER 

50 

YELLOW 

381 

ARCADIAN 

7.3 

MUSICLAND  STORES 

50 

DELTA  AIRLINES 

324 

CHRYSLER 

7.4 

FLEMING 

55 

FHP  INTERNATIONAL 

298 

NIAGARA  MOHAWK  POWER 

7.4 

FIELDCREST  CANNON 

58 

EARTHGRAINS 

272 

STANDARD  COMMERCIAL 

7.4 

WEIRTON  STEEL 

60 

COMPANIES  WITH  THE  HIGHEST  YIELD 


STOCKS  THE  INSTITUTIONS  RARELY  HOLD     m  WHERE  FORECASTERS  DISAGREE  THE  MOST  1 


These  companies  pay  the  highest  annual  Unpopular — or  just  overlooked?  Eithei-  Uncertainty  can  spell  opportunity.  The 

dividends  as  a  percent  of  stock  price.  way,  if  the  institutions  suddenly  take  1996  eamings-per-share  estimates  are  all 

notice,  prices  could  rise.  over  the  lot  for  these  stocks.  For  example: 

Estimates  for  WorldCom  range  from  a  prof- 
 ™l  heKtS     h7lS  itofSUetoalossofSl. 

LONG  isLANDUGHTiN^  9^0%  4  

-'i°''I"A\^!."Jl'-JJLll  8_-5..    MICRON  ELECTRONICS       1         25  WEIRTON  StVeL  19  405% 

M I D AMERI c AN  ENERGY  8 . 0  _   "u jj COLN  VLECTRfc"  4"         27  N AtI ON AL  ST EeV  "79  "  260 " 

PUBLIC  SERVICE  ENTERPRISE  "rTeYsON'tuYl'  ¥  '&  Co'mCAsY  -Yi  " "255" 

Y^NTERmRENiRGY       YY"  "^LR>ooDs;;;;;;;;;;Y2r;Y33;; 

YoYtoYeYiSON  YY"    bankers  life  holding      5         54  trans  world  airlines    41  217 

YpYl  resources"  Y Y    ^""^"'•^'^^  ~^ 'sY  YeYhlehemYtVel  Y Y ' " Y7Y" " 

YoNSOUDATED  EDISON"  "yf^^I^flNAN^ 

CO  OF  N.y.  7  2       NGC  7  67  sYl'SE  CASCADE  53  172 

pYYo  energy   7.1       a"r"c"o" "cHEMI Ca"l"  "7" " ' " '  l"23  INTELLIGENT  "E"LECT"R"o"N"rc"s" "7" " "  "17" l" " " 

_EnYvA_   7.0       AVG.  OF  900  companies" "54        '3'56  WANG  LABORATORIES         5  160 

OAIA:  AS  OF  NOV.  29.  l/B/£/S  INTERNAIIONAL  INC..  SIANOAUD  «  POOR  S  COMPUSIAT.  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 
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1997 


INVESTMENT  OUTLOOK 
SCOREBOARD 


Glossary 


FY:  Number  of  the  month  in 
which  company's  fiscal  year  ends. 

BOOK  VALUE  PER  SHARE:  Sum 

of  common  stocl<  at  nominal  bal- 
ance-sheet value,  capital  surplus, 
and  retained  earnings  as  shown 
in  company  accounts,  divided  by 
number  of  shares  outstanding. 
P-E  RATIO:  Nov.  29  stock  price 
divided  by  the  estimated  1996 
earnings. 

DIVIDEND  RATE:  Indicated  annu- 
al payment  rate  based  on  the  lat- 
est quarterly  dividend  plus  any 


recurring  extra  or  special  yearend 
dividends. 

YIELD:  Indicated  annual  dividend 
as  a  percent  of  Nov.  29  stock 
price. 

SHARES  OUTSTANDING:  Millions 

of  common  shares  outstanding  as 
of  company's  latest  available 
financial  report,  excluding  trea- 
sury shares. 

MARKET  VALUE:  Percentage 
change  in  total  market  value  of 
the  company's  most  widely  held 
common-stock  issue  since  Jan.  1, 
1996. 

INSTITUTIONAL  HOLDINGS:  Per- 
centage of  outstanding  common 


shares  held  by  banks,  insurance 
and  investment  companies,  col- 
leges, and  pension  funds,  and 
the  number  of  such  institutions. 
TURNOVER:  Percentage  of  out- 
standing shares  changing  hands 
in  1996. 

EARNINGS  PER  SHARE:  Primary 
earnings  per  share— net  income 
(including  proceeds  from  certain 
convertible  securities,  warrants, 
and  options  that  are  common- 
stock  equivalents,  but  excluding 
extraordinary  profit  or  loss  items) 
divided  by  the  number  of  common 
and  common-equivalent  shares. 


EARNINGS-PER-SHARE  ESTI- 
MATES: Analysts'  consensus  esti- 
mates for  1996  and  1997  com- 
piled by  l/B/E/S  International 
Inc.,  New  York,  N.Y.  l/B/E/S  is  a 
registered  trademark  of  l/B/E/S 
International  Inc.  Trend  estimate, 
based  on  pattern  of  past  five 
years,  compiled  by  Standard  & 
Poor's  Compustat. 
VARIATION:  The  percentage  by 
which  two-thirds  of  the  1997 
earnings  estimates  are  above 
or  below  the  average  estimate. 
The  lower  this  figure  is,  the 
more  analysts  agree  on  their 
estimates. 


COMPANY 


BOOK  P-E 

RECENT   VALUE  RATIO 

SHARE      PER  1996 

PRICE    SHARE  EST. 


1996 
DIVI- 
DEND 
RATE 


YIELD 
% 


SHRS. 
OUT. 
MILS. 


1996 
MARKET 
VALUE 
CHANGE 
% 


INSTITUTIONAL 
HOLDINGS 
%  NUMBER 


1996 
TURN- 
OVER 
% 


EARNINGS  PER  SHARE  

1997  ESTIMATES 

FROM  ANALYSTS 
l/B/E/S  VARIA- 


l/B/E/S 
199B 


BASED 
ON 


1995    ANALYST  5-YR, 


ACTUAL  EST. 


TREND 


CON- 
SENSUS 


TIDN 
% 


ALL-INDUSTRY  AVERAGE 

40 

16  " 

23 

0.72 

1.71 

147.6 

24 

54 

356 

94.7 

1.83 

2.28 

3.34 

2.71 

11.6 

1  AEROSPACE  &  DEFENSE 

INDUSTRY  AVERAGE 

67 

19 

22 

1.03 

1.41 

152.5 

26 

68 

590 

66.0 

1.98 

3.48 

3.39 

4.35 

5.3 

BOEING 

12 

99 

29 

33 

1.12 

1.13 

339.8 

25 

59 

1134 

81.4 

1.15 

2.97 

1.51 

5.23 

6.3 

GENERAL  DYNAMICS 

12 

74 

26 

17 

1.64 

2.22 

63.0 

24 

58 

350 

53.2 

3.92 

4.25 

3.96 

4.47 

4.7 

GULFSTREAM  AEROSPACE 

12 

24 

-7 

40 

0.00 

0.00 

44.2 

NA 

NA 

NA 

NA 

0.37 

0.60 

NA 

2.21 

18.6 

LOCKHEED  MARTIN 

12 

91 

31 

17 

1.60(c) 

1.77 

201.0 

16 

84 

733 

57.9 

3.05(b)  5.38 

5.09 

6.23 

1.9 

MCDONNELL  DOUGUS 

"'•12 

53 

14 

14 

0.48 

0.91 

212.9 

9 

53 

493 

52.9 

-1.83 

3.71 

3.92 

4.20 

4.3 

NORTHROP  GRUMMAN 

12 

83 

37 

16 

1.60 

1.92 

57.7 

52 

74 

333 

61.0 

5.11 

5.23 

3.06 

5.81 

2.4 

SUNDSTRAND 

12 

39 

8 

17 

0.68 

1.74 

60.8 

9 

75 

301 

90.5 

1.25 

2.31 

1.86 

2.69 

3.3 

UNITED  TECHNOLOGIES 

12 

70 

18 

21 

1.10 

1.57 

240.4 

46 

74 

785 

65.2 

2.85 

3.40 

4.32 

3.93 

1.1 

2  AUTOMOTIVE 

INDUSTRY  AVERAGE 

32 

17 

14 

0.81 

2.35 

176.8 

21 

53 

314 

64.0 

2.65 

2.64 

4.80 

3.10 

10.0 

(A)  CARS  A  TRUCKS 

GROUP  AVERAGE 

40 

22 

11 

1.45 

3.15 

553.5 

19 

47 

650 

78.8 

4.32 

3.97 

8.48 

4.43 

21.6 

CHRYSLER 

12 

36 

16 

7 

1.60 

4.51 

713.5 

21 

55 

798 

102.1 

2.68(b)  4.92 

7.89 

4.86 

14.4 

FORD  MOTOR 

12 

33 

22 

9 

1.54 

4.70 

1185.0 

16 

46 

1003 

59.8 

3.33(b)  3.50 

4.41 

4.08 

11.5 

GENERAL  MOTORS 

12 

58 

29 

10 

1.60 

2.78 

756.6 

10 

60 

1000 

67.7 

7.28 

5.86 

10.83 

7.40 

17.2 

NAVISTAR  INTERNATIONAL 

10 

10 

9 

13 

0.00 

0.00 

73.7 

-11 

33 

206 

84.4 

1.83 

0.74 

NA 

0.75 

45.3 

PACCAR 

12 

67 

35 

14 

2.50 

3.76 

38.9 

58 

42 

242 

79.9 

6.50 

4.84 

10.80 

5.08 

19.7 

(B)  PARTS  A  EQUIPMENT 

3.45 

2.56 

6.1 

GROUP  AVERAGE 

28 

15 

15 

0.58 

2,10 

40.7 

26 

54 

167 

57.4 

1.99 

2.09 

ARVIN  INDUSTRIES 

12 

24 

18, 

14 

0.76 

3.20 

22.5 

45 

52 

123 

60.1 

0.80 

1.68 

1.45 

2.08 

8.2 

BORG-WARNER  AUTOMOTIVE 

12 

40 

26 

12 

0,60 

1.50 

23.6 

26 

86 

145 

64.2 

3.15 

3.34 

4.99 

4.35 

1.6 

CUMMINS  ENGINE 

12 

45 

32 

12 

1.00 

2.21 

39.5 

20 

61 

268 

67.8 

5.52 

3.71 

6.53 

3.84 

10.9 

DANA 

12 

31 

13 

10 

1.00 

3.21 

101.8 

7 

64 

377 

45.8 

2.84 

3.00 

8.68 

3.08 

5.5 

DETROIT  DIESEL 

12 

20 

13 

15 

0.00 

0.00 

24.7 

6 

22 

50 

26.0 

1.62 

1.29 

1.92 

1.21 

15.7 

ECHLIN 

08 

34 

16 

15 

0,88 

2.62 

61.4 

-7 

73 

363 

81.9 

2.60 

2.30* 

3.68 

2.73 

2.9 

FEDERAL-MOGUL 

12 

22 

I? 

23 

0.48 

2.16 

35.1 

14 

57 

146 

116.8 

-0.53(b)  0.96 

NA 

1.37 

10.9 

GENCORP 

11 

19 

1 

13 

0.60 

3.24 

33.5 

51 

52 

122 

58.2 

1.17 

1.39 

1.49 

1.55 

2.6 

LEAR 

12 

36 

15 

15 

0.00 

0.00 

64.3 

41 

73 

173 

69.5 

1.79 

2.38 

NA 

3.07 

1.3 

MASCOTECH 

12 

17 

7 

16 

0.20 

1.20 

55.4 

53 

19 

79 

25.7 

0.81 

1.05 

1.20 

1.58 

7.6 

FOOTNOTES:  •  Actual,  not  estimated  data.  NA  =  not  available.  NM  =  not  meaningful,  (a)  Shares  outstanding  as  of  fiscal  yearend.  (b)  Actual  and  estimated  ti'b  iigures  are  luiiy  """'""■»•' 
idend  rate  excludes  a  nonrecurring  extra  or  special  yearend  dividend,  (d)  Company  pays  a  recurring  slock  dividend,  Dala  compiled  by  Standard  &  Poor  s  Compustat,  a  division  "  '"^ 
Hill  Companies,  from  such  sources  as  statistical  services,  newspapers,  registration  statements,  and  company  reports  that  SPC  believes  to  be  reliable  but  that  are  not  guaranteed  oy  either  in- 
or  BUSINESS  WEEK  as  to  correctness  or  completeness.  This  material  is  not  an  offer  to  buy  or  sell  any  security.  Additional  data:  l/B/E/S  International  Inc.,  Vickers  Stock  Research  oorp. 
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INVESTMEHT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1997  ESTIMATES 


BOOK 

P-E 

199S 

199fi 
MARKET 

1996 

l/B/E/S 

BASED 

FROM  ANALYSTS 

RECENT 

VALUE 

RATIO 

DIVI- 

SHRS. 

VALUE 

INSTITUTIONAL 

TURN- 

1996 

ON 

l/B/E/S 

VARIA- 

on Ant 

PER 

1996 

DEND 

YIELD 

OUT 

CHANGE 

HOLDINGS 

OVER 

1995 

ANALYST 

5-YR 

CON- 

TION 

COMPANY 

FV 

PRICE 

SHARE 

EST. 

RATE 

% 

MILS. 

% 

% 

NUMBER 

% 

ACTUAL 

EST. 

TREND 

SENSUS 

% 

MODINE  MFG. 

03 

25 

12 

12 

0.68 

2.73 

29.8 

4 

35 

106 

50.1 

2.02 

2.14 

2.95 

2.60 

2.7 

SMITH  (A.O.) 

12 

30 

20 

10 

0.68 

2.29 

20.9 

43 

48 

122 

33.6 

2.94 

3.11 

4.23 

3.47 

1.2 

STANDARD  PRODUCTS 

06 

23 

15 

26 

0.68 

2.97 

16.8 

30 

56 

95 

46.7 

1.20 

0.87- 

0.82 

2.35 

8.1 

(C)  TIRE  &  RUBBER 

GROUP  AVERAGE 

35 

17 

13 

0.73 

1.98 

119.2 

-5 

62 

434 

69.7 

2.69 

2.86 

4.86 

3.25 

6.3 

COOPER  TIRE  &  RUBBER 

12 

21 

10 

15 

0.34 

1.66 

83.1 

-17 

59 

286 

73.4 

1.35 

1.34 

1.56 

1.65 

9.7 

GOODYEAR  TIRE  &  RUBBER 

12 

49 

24 

11 

1.12 

2.31 

155.4 

8 

64 

581 

66.1 

4.02 

4.37 

8.15 

4.84 

2.9 

3  BANKS 

INDUSTRY  AVERAGE 

67 

29 

15 

1.62 

2.61 

167.3 

47 

46 

421 

58.3 

3.97 

4.61 

5.62 

5.19 

2.4 

(A)  BANKS  -  EAST 

GROUP  AVERAGE 

82 

36 

15 

1.90 

2.61 

205.8 

48 

56 

555 

71.9 

4.51 

5.88 

8.08 

6.65 

2.7 

BANK  OF  BOSTON 

12 

70 

30 

15 

1.76 

2.51 

115.6 

56 

65 

541 

117.9 

4,43(b)  4,71 

6.57 

5.66 

2.1 

BANKOFNEV\/  YORK 

12 

36 

13 

15 

0.88 

2.45 

385.6 

43 

53 

632 

82.1 

2, 15(b)  2,38 

4.36 

2.70 

2.6 

BANKERS  TRUST  NEW  YORK 

12 

87 

55 

13 

4.00 

4.60 

81.5 

35 

59 

455 

118.4 

2,02(b)  6,69 

3.75 

7.45 

4.7 

CHASE  MANHATTAN 

12 

95 

40 

13 

2.24 

2.37 

437.1 

62 

65 

1035 

94.5 

6.07(b)  7.35 

25.79 

8.43 

3.2 

CITICORP 

12 

109 

39 

15 

1.80 

1.65 

470.5 

79 

62 

1049 

92.3 

6.48(b)  7.43 

14.35 

8.44 

3.1 

CORESTATES  FINANCIAL 

12 

54 

18 

15 

1.68 

3.12 

221.9 

129 

47 

479 

48.1 

3.22 

3.61 

3.54 

4.38 

1.8 

FIRST  EMPIRE  STATE 

12 

281 

131 

13 

2.80 

1.00 

6.7 

35 

38 

116 

12.0 

17.78(b)  20.94 

24.50 

23.24 

2.7 

FLEET  FINANCIAL  GROUP 

12 

55 

23 

14 

1.80 

3.25 

263.4 

36 

58 

537 

63.9 

1.57 

3.96 

5.01 

4.85 

2.7 

MBNA 

12 

40 

6 

20 

0.64 

1.59 

222.8 

64 

66 

571 

72.1 

1.54 

1.99 

2.38 

2.49 

2.0 

MELLON  BANK 

12 

72 

26 

14 

2.40 

3.32 

129.4 

27 

57 

572 

81.2 

4.46(b)  5.14 

4.59 

5.71 

2.1 

MORGAN  (J.  P.) 

12 

94 

56 

13 

3.24 

3.44 

185.9 

17 

60 

858 

80.0 

5.42 

7.46 

7.35 

7.85 

4.2 

PNC  BANK 

12 

40 

17 

13 

1.48 

3.75 

339.0 

22 

52 

559 

50,9 

1.19(b)  2.95 

2.21 

3.29 

3.0 

REPUBLIC  NEW  YORK 

12 

88 

48 

13 

1.52 

1.72 

55.2 

39 

43 

308 

59.3 

4.59(b)  6.88 

6.79 

7.54 

3.3 

STATE  STREET  BOSTON 

12 

58 

20 

19 

0.76 

1.12 

80.5 

47 

67 

378 

46.3 

2.95(b)  3.50 

3.91 

3.98 

1.3 

SUMMIT  BANCORP. 

12 

45 

20 

14 

1.44 

3.21 

91.6 

30 

37 

241 

59.7 

2.77 

3.27 

6.11 

3.68 

1.1 

(B)  BANKS  -  MIDWEST 

GROUP  AVERAGE 

52 

20 

15 

1.34 

2.62 

167.8 

47 

41 

355 

48.4 

3.02 

3.40 

3.97 

3.84 

2.2 

BANC  ONE 

12 

48 

19 

15 

1.36(d) 

2.86 

434.0 

42 

49 

672 

48,8 

2.91 

3.22 

3.43 

3.61 

2.8 

BOATMEN'S  BANCSHARES 

12 

67 

22 

18 

1.68 

2.52 

156.9 

98 

37 

385 

99,7 

3.25 

3.66 

4.35 

4.03 

1.5 

COMERICA 

12 

59 

21 

14 

1.56 

2.67 

114.5 

46 

49 

393 

56,6 

3.54 

4.06 

4.55 

4.55 

2.4 

FIFTH  THIRD  BANCORP 

12 

70 

19 

22 

1.16 

1.66 

105.9 

51 

34 

301 

49.6 

2.91 

3.25 

3.88 

3.74 

1.1 

FIRST  BANK  SYSTEM 

12 

73 

23 

15 

1.65 

2.26 

135.4 

56 

42 

411 

55,4 

4.19(b)  4.73 

5.49 

5.38 

1.1 

FIRST  CHICAGO  NBD 

12 

59 

27 

13 

1.44 

2.45 

317.7 

50 

55 

555 

56,6 

3.45 

4.36 

4.75 

4.93 

2.0 

FIRST  OF  AMERICA  BANK 

12 

61 

29 

15 

1.88 

3,09 

60.8 

31 

31 

195 

34.8 

3.73 

4.07 

4.28 

4.49 

1.1 

RRSTAR 

12 

53 

22 

14 

1.52 

2,85 

75.0 

38 

36 

213 

33.2 

3.00 

3.87 

4.15 

4.57 

2.6 

HUNTINGTON  BANCSHARES 

12 

25 

10 

14 

0.80(d) 

3.22 

146.0 

14 

17 

133 

26.0 

1.62 

1.81 

2.18 

2.00 

3.5 

KEYCORP 

12 

52 

22 

14 

1.52 

2.90 

231.0 

43 

43 

511 

41.9 

3.30 

3,71 

6.52 

4.20 

1.9 

MARSHALL  &  ILSLEY 

12 

34 

13 

17 

0.74 

2.18 

99.5 

39 

24 

143 

32.0 

1.90(b)  2.02 

1.84 

2.33 

5.2 

MERCANTILE  BANCORPORATION 

12 

53 

24 

14 

1.64 

3.09 

63,3 

33 

32 

215 

43.4 

4.00 

3.71 

4.46 

4.25 

2.4 

NATIONAL  CITY 

12 

46 

19 

14 

1.50 

3.23 

222.6 

114 

50 

445 

32.3 

2.95(b)  3.25 

3.72 

3.61 

3.6 

NORTHERN  TRUST 

12 

36 

13 

17 

0.62 

1.71 

111.8 

31 

66 

280 

70.3 

1.85(b)  2.20 

2.41 

2.48 

1.4 

NORWEST 

12 

47 

15 

15 

1.08 

2.31 

370.2 

49 

52 

669 

41.7 

2.76 

3.10 

3.83 

3.50 

0.9 

OLD  KENT  FINANCIAL 

12 

47 

21 

14 

1.36 

2.91 

46.9 

18 

28 

144 

51.8 

2.96 

3.39 

3.74 

3.77 

1.1 

(C)  BANKS  -  SOUTH  ft  SOUTHEAST 

GROUP  AVERAGE 

54 

24 

14 

1.43 

2.66 

137.7 

40 

40 

342 

53.1 

3.31 

3.88 

5.35 

4.26 

2.1 

AMSOUTH  BANCORPORATION 

12 

50 

25 

14 

1.60 

3.21 

56.6 

22 

39 

151 

40.6 

3.00 

3.46 

3.48 

3.73 

1.9 

BARNEH  BANKS 

12 

44 

17 

15 

1.08 

2.45 

191.1 

50 

44 

488 

55.7 

2.57(b)  2.87 

4.34 

3.17 

1.9 

CRESTAR  FINANCIAL 

12 

70 

34 

14 

2.08 

2.99 

42.4 

17 

43 

230 

53.1 

4.12 

5.13 

8,43 

5.72 

3.5 

FIRST  TENNESSEE  NATIONAL 

12 

39 

13 

14 

1.06 

2.75 

67,1 

27 

32 

209 

76.0 

2,42 

2.74 

3.30 

3.15 

1.6 

FIRST  UNION 

12 

76 

32 

12 

2.32 

3.04 

282,0 

39 

43 

622 

48.4 

5,04 

6.27 

7,66 

6.93 

2.3 

NATIONSBANK 

12 

104 

46 

13 

2.32 

2.24 

301,1 

63 

54 

844 

75.3 

7.04(b)  8.06 

16,18 

8.61 

2.8 

REGIONS  HNANCIAL 

12 

54 

25 

14 

1.40 

2,61 

62.6 

72 

23 

200 

44.9 

3.75 

3.97 

4.72 

4.34 

1.2 

SIGNET  BANKING 

12 

30 

14 

15 

0,84 

2,78 

59.6 

28 

50 

182 

117,0 

1.86 

2.08 

2.02 

2.39 

3.8 

SOUTHERN  NATIONAL 

12 

37 

15 

13 

1,08 

2,94 

103,4 

40 

18 

154 

25.6 

1.64(b)  2.75 

2.71 

2.98 

2.7 

SOUTHTRUST 

12 

36 

18 

13 

0,88 

2,47 

95,9 

51 

37 

218 

51.6 

2,36 

2.68 

3.07 

2.98 

1.7 

SUNTRUST  BANKS 

12 

51 

21 

18 

0,90 

1.77 

223,7 

46 

47 

373 

20.3 

2,47 

2.75 

3.18 

3.01 

1.0 

WACHOVIA 

12 

60 

22 

16 

1.60 

2.67 

166.8 

28 

53 

435 

29,2 

3,50 

3.76 

5,06 

4.14 

1.5 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  AVERAGE 

93 

50 

14 

2.02 

2.50 

129.7 

57 

48 

418 

60.7 

6.46 

6.12 

4.20 

7.03 

3.2 

BANCORP  HAWAII 
BANKAMERICA 
FIRST  SECURITY 

12 

44 

26 

13 

1.20 

2,75 

40,8 

20 

59 

185 

42.6 

2.90 

3.26 

3.20 

3.54 

1.7 

12 

103 

51 

14 

2.16 

2,10 

358,8 

55 

57 

972 

81,8 

6.45(b)  7.31 

7.64 

8.17 

2.8 

12 

32 

14 

14 

0.92 

2,84 

75.5 

27 

43 

171 

64,9 

1.57 

2.71 

3.0 

U.S.  BANCORP 
UNIONBANCAL 
WELLS  FARGO 

12 

43 

18 

14 

1,24 

2,90 

155,6 

31 

49 

383 

89,6 

2.09 

3.05 

2.48 

3.37 

2.4 

12 

55 

39 

10 

1.40 

2,57 

54.8 

51 

13 

66 

15,3 

5.38 

5.53 

5.30 

6.14 

1.5 

12 

285 

149 

19 

5.20 

1,83 

92.9 

161 

67 

732 

70,3 

20.37 

15.25 

NM 

18.23 

8.2 

flBJlilSINR.SS  WPFK./.nFCEM.RFR  m  IQPR 


INVESTMEHT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1997  ESTIMATES 


RECENT 
SHARE 

BOOK 
VALUE 
PER 

P-E 
RATIO 
1996 

1996 
DIVI- 
DEND 

SHRS. 
OUT. 

MARKET 
VALUE 
CHANGE 

INSTITUTIONAL 
HOLDINGS 

1996 

l/B/E/S 

BASED 

FROM  ANALYSTS 

COMPANY 

YIELD 

TURN- 
OVER 
% 

1995 
ACTUAL 

1996 
ANALYST 
EST, 

ON 
5-YR, 
TREND 

l/B/E« 
CON- 
SENSUS 

VARIA- 
TION 
% 

FY 

PRICE 

SHARE 

EST. 

RATE 

% 

MILS. 

% 

% 

NUMBER 

4  CHEMICALS 

iMUUoini  HVCnMuc 

•an 

io 

1  Q 

0,84 

2.24 

101,9 

9 

59 

321 

74,3 

2,75 

2,46 

3,44 

2,82 

8.3 

ALBEMARLE 
ARCADIAN 

nnOU  L>n[llVilUAL 

12 
12 

1  o 
I  c. 

70 
18 
25 

21 
9 
10 
21 

19 
19 
8 
13 

1.10 
0.28 
0.40 
2.80 

1.58 
1.54 
1.58 
5,60 

121.5 
55,0 
32.6 
96.8 

31 
-22 
40 
3 

71 
41 
47 
7 

601 
135 
74 
123 

58,2 
46,9 
161,8 
6,8 

3,29 
1,18 
3,08 
5,28 

3,73- 
0,96 
3.21 
3.83 

3,59 
1,30 
NA 
5,36 

3,75 
1,21 
3,42 
4,16 

1,9 
9.1 
7.6 
15.6 

CABOT 

CYTEC  INDUSTRIES 

DEXTER 

Dnw  PMPMirAi 

oy 

12 
12 

1  o 

ic. 

26 
37 
33 
84 

10 
6 
16 
32 

11 

19 
16 

1 1 

0.40 
0.00 
0.88 

3.00 

1,55 
0.00 
2.69 
3.58 

71.4 
47.5 
23.8 
243.0 

-4 
69 
36 
15 

57 
61 
79 
58 

211 
199 
150 
924 

49,0 
83,5 
49,6 
72,7 

2,02(b)  2,42* 
l,43(b)  1,95 
1,67  1.99 
7,03  7,70 

3,40 
NA 
1,97 
9,38 

2,02 
2,29 
2.26 
7,97 

9.9 
1.7 
4.9 
14.2 

DUPONT 

EASTMAN  CHEMICAL 
ENGELHARD 

C 1  n  TL 

12 
12 
12 
12 

94 
57 
20 
9 

17 
21 
6 
4 

14 
11 
19 
12 

2.28 
1.76 
0.36 
0.50 

2.42 
3.08 
1.85 
5.63 

562.1 
77.7 
143.9 
118.4 

37 
-11 
-10 
-28 

58 
60 
41 
42 

1176 
570 
324 
189 

44,1 
98,2 
37,3 
40,2 

5,61 
6,78 
0,96 
0,62 

6,59 
5,06 
1.03 
0.77 

8,39 
NA 
1,04 
0,47 

7.11 
4,80 
1,27 
0,87 

3.1 
7.9 
3.9 
3.4 

FERRO 

FREEPORT-McMORAN 
FULLER  (H.  B.) 

12 
12 
11 
12 

29 
31 
47 
19 

13 
6 

23 
8 

16 
20 
18 
33 

0.62 
0.36 
0.66 
0.50 

2.15 
1.18 
1.40 
2.65 

26.5 
25.0 
14.1 
24.5 

22 
-26 

36 
-23 

65 
65 
47 
84 

132 
149 
105 
94 

39,2 
118,9 
82,0 
72,5 

1, 56(b)  1.82 
1.92  1.54 
2.22  2.57 
1.24  0.57 

4,65 
1,17 
2,42 
1,35 

2,09 
2,32 
2,79 
1,21 

2,9 
17,2 

4,3 
30,6 

GEORGIA  GULF 
GOODRICH  (B.F.) 
GRACE  (W.R.) 
GREAT  LAKES  CHEMICAL 

12 
12 
12 
12 

27 
45 
53 
54 

0 
19 
13 
23 

14 
20 
22 
12 

0.32 
1.10 
0.50 
0.60 

1.17 
2.45 
0.95 
1.12 

34.7 
53.7 
93.5 
64.9 

-17 
35 
NA 

-25 

67 
75 
18 
74 

130 
322 
26 
442 

70,5 
65,1 
158,7 
84,9 

4.73 
2.15 
NA 
4.52 

1.96 
2.20 
2.42 
4.39 

3,48 
8,62 
NA 
5,61 

2,77 
2,48 
3,48 
4.70 

13,4 
5,6 
4,0 
4,9 

HANNA  (M.A.) 
HERCULES 
IMC  GLOBAL 

INTERNATIONAL  FLAVORS  &  FRAGRANCES 

12 
12 
06 
12 

21 
49 
36 
46 

10 
9 
13 
10 

17 
16 
23 
22 

0.42 
0.92 
0.32 
1.36 

1.99 
1.90 
0.89 
2.99 

51.8 
102.9 

92.3 
110.5 

13 
-18 
37 
-6 

62 
77 
80 
53 

184 
463 
355 
508 

49,2 
94,4 
161,8 
49,4 

1.19(b)  1.25 
2.93  2.99 
2.15  1.56* 
2.24  2.05 

1,61 
4,91 
1,74 
2,45 

1.44 
3.49 
2.86 
2.37 

2,8 
3,7 
6,6 
7,2 

LUBRIZOL 

LYONDELL  PETROCHEMICAL 
MONSANTO 

MORTON  INTERNATIONAL 

12 
12 
12 
06 

31 
23 
40 
40 

14 
5 
7 

12 

14 
17 
27 
18 

1.00 
0.90 
0.60 
0.60 

3.25 
4.00 
1.50 
1.49 

60,2 
80.0 
582,2 
142,5 

6 
-2 
65 

9 

65 
50 
63 
60 

253 
140 
860 
575 

85,7 
64,0 
71,7 
66,2 

2.37 
4.86 
1.27 
1.96 

2.17 
1.30 
1.49 
2.24* 

2,52 
2,25 
2,01 
2,64 

2.39 
2.64 
1.77 
2.62 

4,2 
39,0 
2,3 
1.9 

NALCO  CHEMICAL 
NL  INDUSTRIES 
OLIN 
PRAXAIR 

12 
12 
12 
12 

38 
10 
40 
49 

9 
-4 
17 
11 

20 
48 
13 
23 

1.00 
0.40 
1.20 
0.38 

2.62 
4.16 
3.01 
0.78 

67,4 
51,1 
50,0 
156,4 

27 
-21 
9 
61 

73 
13 
65 
73 

330 
72 
274 
531 

59,2 
18,1 
110,5 
63,5 

1.71(b)  1.87 
1.66  0.20 
2.67(b)  3.12 
1,82  2,09 

1,66 
NA 
NA 

3,11 

2,09 
-0,01 
3,28 
2.59 

2.4 
NM 
9.8 
4.2 

ROHM  &  HAAS 

12 

80 

25 

15 

1.80 

2.26 

54.0 

18 

73 

357 

66.6 

4,22 

5.34 

5,80 

5.94 

4,7 

SCHULMAN  (A.) 

08 

24 

11 

21 

0.38 

1.60 

37,8 

6 

62 

169 

75.6 

1.43 

1.12* 

1,25 

1,42 

2,8 

TERRA  INDUSTRIES 

12 

15 

8 

8 

0.16 

1,10 

75,8 

-4 

26 

118 

53.8 

2.01 

1,71 

3,42 

1,81 

7,2 

UNION  CARBIDE 

12 

46 

16 

11 

0.75 

1,63 

127,4 

16 

62 

511 

121.5 

5.83(b)  4.19 

9,92 

4,71 

10.4 

WELLMAN 

12 

16 

20 

21 

0.32 

1,98 

31.7 

-33 

74 

175 

105.8 

2.20 

0,78 

1.25 

1,29 

18,6 

WITCO 

12 

30 

17 

25 

1.12 

3,69 

56.6 

4 

73 

234 

67.9 

1.78 

1,22 

1.41 

1,63 

11,0 

5  CONGLOMERATES 


INDUSTRY  AVERAGE 

42 

13 

23 

0,78 

1.89 

198.8 

10 

56 

436 

61.4 

1.65 

2.23 

2.79 

2.56 

6,0 

AICO  STANDARD 

/>b9 

52 

14 

46 

0,56 

1,08 

129,7 

30 

55 

487 

77.2 

1.81 

1.12* 

1,21 

2.31 

1,7 

AUEGHENY  TELEDYNE 

12 

23 

5 

17 

0,64(c) 

2,74 

174,2 

NA 

24 

76 

52.0 

NA 

1.36 

NA 

1.59 

17,0 

ALLIEDSIGNAL 

12 

73 

14 

20 

0,90 

1.23 

282,8 

54 

81 

750 

53,5 

3.09 

3.60 

4,24 

4.17 

1,4 

ANIXTER  INTERNATIONAL 

12 

17 

9 

23 

0,00 

0.00 

49,1 

-16 

55 

108 

56,5 

0.71 

0.74 

1,34 

0.99 

6,1 

GENERAL  ELECTRIC 

12 

104 

18 

24 

1,84 

1.77 

1646,4 

43 

49 

1718 

31,6 

3.90 

4.39 

4,86 

4.93 

1,0 

HARCOURT  GENERAL 

10 

55 

14 

21 

0.72 

1.32 

71,1 

28 

57 

357 

46,2 

2.31 

2.61 

2,74 

2.96 

2,0 

ITT  INDUSTRIES 

12 

23 

6 

13 

0.60 

2.57 

118,1 

-2 

62 

393 

92,1 

0.03 

1.87 

0,17 

2.20 

6.4 

OGDEN 

12 

19 

11 

15 

1,25 

6.45 

49,7 

-9 

59 

262 

81,9 

0.15 

1.32 

0,50 

1.51 

2.7 

PALL 

07 

26 

6 

22 

0,49 

1.88 

115,0 

-2 

64 

416 

61,9 

1.04 

1.21' 

1,27 

1.40 

2,1 

PREMARK  INTERNATIONAL 

12 

24 

13 

17 

0,32 

1.32 

62,3 

-51 

71 

303 

117,8 

1.24 

J, 42 

2,50 

1.64 

5,5 

ROCKWELL  INTERNATIONAL 

09 

64 

19 

17 

1,16 

1.81 

218,3 

22 

37 

584 

47,7 

3.36(b)  3.79 

3,97 

3.58 

1,7 

TENNECO 

12 

51 

21 

15 

1,80 

3.53 

170,9 

0 

67 

570 

56,9 

2.75 

3.44 

3,54 

3.46 

14,7 

TEXTRON 

12 

95 

37 

17 

1,76 

1.85 

82,8 

38 

61 

510 

52,5 

5.51 

5,59 

6,52 

6.46 

1,2 

TRIARC 

12 

11 

0 

76 

0,00 

0.00 

29.9 

3 

13 

46 

38.1 

-1.24 

0,15 

NA 

0.48 

35,4 

TRW 

12 

49 

18 

14 

1, 24(c) 

2,55 

127.0 

25 

53 

462 

49.9 

3,31{b)  3,46 

4,71 

3,84 

2,9 

U.S.  INDUSTRIES 

09 

30 

9 

16 

0,00 

0,00 

51.5 

56 

76 

166 

55.3 

-1,17 

1,81* 

NA 

2,08 

2,9 

VIAD 

12 

16 

5 

19 

0,32 

2,03 

95.6 

-46 

55 

278 

86.2 

0.00 

0,85 

2,66 

0,98 

2,0 

WHITMAN 

12 

23 

6 

17 

0,42 

1,83 

103.7 

-2 

71 

354 

48.0 

1.26 

1,39 

1.55 

1,56 

1,9 

6  CONSUMER  PRODUCTS  

jNDUSTRY  AVERAGE   _41_     11    _26  __0_.77      1.76  _213.0_  __25  _  _  54      388  _  _  76.1  _  1.18  _  2^0_6_  2^ 

"(AfAPPAREL 

GROUP  AVERAGE  36      11     17     0.43     1.46      66.1    .29  __65__  263__  93._2__  _0^40__  2aj.__l.67__2.49__  3^^^ 

BROWNGROUP ""o"l  iV" "  13 " "  15  "f,Oo" '  5,26"  "lYo"  "34 "    54      166     ro"l,6     0,04     1,30     0.37     1.75  0.6 

FRUIT  OF  THE  LOOM  12  36      13      19     0,00      0,00      76,9      49      77      257      76,9    -2,99     1,85     1,42     2,39  8,(3 

KELLWOOO  04  18      16      11     0,60      3.33      21.3    -11      72      129      74.8     1.32     1,71     1,26     1,90  NM 

LIZCUIBORNE  12  42      14     20     0.45      1.06  _  7_0___49  __  78___382__1_19J___1_6_9___2J0___1  jl0__2,41  ___2^9_ 

nTkE  "o"5'"~57"'"9'"22""o"3o"'"o"53'"288To"""64  ""47"  537  100.9  1.89  2.56  2.60  3,05  2.6 

NINE  WEST  GROUP  01       47        9      19     0.00      0.00      35.7      28      71      230  128.8  0.53  2.54  1,38  2,99  1,7 

PHILLIPS-VAN  HEUSEN  01       13      10      18     0,15      1.17      27,0      31      52       98  44,8  0,01  0,71  0,09  0,89  7.9 

REEBOK  INTERNATIONAL  12      38        6      18     0.30      0.79      55.6       0      86      332  198.4  2.07  2.14  2.43  2.59  4.2 


INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1997  ESTIMATES 


BOOK 
VALUE 
PER 
SHARE 

P-E 
RATIO 
199S 
EST. 

1996 
DIVI- 
DEND 
RATE 

1996 
MARKET 

1996 

l/B/E« 

BASED 

FROM  ANALYSTS 

RECENT 
SHARE 
PRICE 

YIELD 
% 

SHRS. 
OUT. 

VALUE 
CHANGE 

INSTITUTIONAL 
HOLDINGS 

TURN- 
OVER 

1995 

1996 
ANALYST 

ON 
5-YR, 

l/B/E/S 
CON- 

VARIA- 
TION 

COMPANY 

FY 

MILS. 

% 

% 

NIIMRFR 
iiuiYiuLn 

% 

ACTUAL 

EST, 

TREND 

SENSUS 

% 

RUSSELL 
VF 

WESTPOINT  STEVENS 

12 
12 
12 

29 
68 
30 

17 
30 
-16 

14 
15 

0.52 
1.44 
u.uu 

1.81 
2.12 
u.uu 

38.2 
63.5 
31  1 

2 
29 
45 

47 
81 
47 

205 
367 
94 

43.7 
42.7 
92.6 

1.38 
2.41 
-3.97 

2,06 
4.50 
1.76 

1,87 
3.91 
NA 

2.33 
4,93 
2.14 

2.6 
2.4 
3.3 

(B)  APPUANCES  &  HOME  FURNISHINGS 

GROUP  AVERAGE 

29 

12 

36 

0.48 

1.26 

66.6 

18 

63 

231 

110.0 

1.05 

1.54 

2.28 

2.04 

15.7 

ARMSTRONG  WORLD  INDUSTRIES 
BEST  BUY 

CIRCUIT  CITY  STORES 

FURNITURE  BRANDS  INTERNATIONAL 

12 
02 
02 
12 

75 
13 
33 
12 

19 
10 
11 
7 

15 
17 
20 
15 

1.60 
0.00 
0.14 
0.00 

2.13 
0.00 
0.42 
0.00 

41.3 
43.2 
97.9 
61.4 

36 
-21 
22 
69 

n 

32 
77 
92 

319 
106 
431 
103 

80.2 
266.8 
124.0 

54.3 

-0.02(b)  4.97 
1.10  0.74 
1.82  1.71 
0.67  0.82 

7.79 
1,44 
2,33 

5.58 
1.00 
2.05 
0.99 

4.5 
17.0 
7.3 
3.0 

HEILIG-MEYERS 
LEGGEH  &  PLAH 
LEVITZ  FURNITURE 

02 
12 
12 

14 
31 
19 

11 
9 
6 

15 
17 
12 

0.28 
n  /in 

0.55 

2.02 

1.0/ 

2.93 

48.6 
100.6 

-24 
38 
-10 

77 
48 
58 

168 
234 
290 

125.0 
25.0 
69.2 

0.84 
1,59 
-0,14 

0.85 
L79 
1.58 

1,06 
2.50 
L81 

1.15 
2.04 
1.80 

7.0 
4.9 
3.9 

SUNBEAM 

TANDY 

WHIRLPOOL 

12 
12 
12 

28 
42 
50 

7 
24 
26 

213 
17 
21 

0.04 
n  on 

1.36 

0.14 
2.72 

84.3 
74.3 

86 
-3 
-6 

68 
57 
82 

144 
327 
382 

131.2 
139  4 
92!3 

0.  61 

1.  \2 
2.80 

0.13 
2^43 
2.36 

0.27 
2.84 
2.43 

1.33 
3.10 
3.26 

7.5 
10.6 
6.4 

(C)  BEVERAGES 

GROUP  AVERAGE 

39 

9 

30 

0.59 

1.62 

796.8 

25 

44 

660 

4b. o 

1.33 

1.52 

i.OJ 

1.75 

4.1 

ANHEUSER-BUSCH 

BROWN-FORMAN 

COCA-COLA 

12 
04 
12 

42 
47 
51 

8 
y 
3 

19 
37 

0.96 
0.50 

2.27 

O  OA 

0.98 

499.3 
oy.u 
2489.0 

25 
27 
37 

59 
37 
48 

780 
220 
1208 

45.2 
12  6 
29^4 

1,72 
2.31 
1.19 

2.22 
2,48 
1,39 

2.08 
2.65 
l!64 

2.44 
2.70 
1.64 

2.1 
1.1 
1.2 

COCA-COLA  ENTERPRISES 
COORS (ADOLPH) 
PEPSICO 

12 
12 
12 

45 
20 
30 

11 
19 
5 

59 
20 
24 

0.10 
0.50 
0.46 

0.22 
2.52 

125.3 
37.9 

luoU.U 

65 
-10 

-J 
1 

33 
30 
55 

175 
194 
1380 

47.8 
76.6 

OD.U 

0.52 
1.13 
1.00 

0.77 
1.01 
1.24 

NA 
1,39 

1.04 
1.19 
1.51 

6.7 
10.9 
2.7 

(D)  PERSONAL  CARE 

GROUP  AVERAGE 

62 

7 

33 

0.95 

1.41 

181.5 

38 

39 

466 

45.7 

1.86 

2.33 

3.42 

2.75 

2.7 

ALBERTO-CULVER 
AVON  PRODUCTS 
CLOROX 

om     ATC  DAI  lint  tifc 

CULGATE-PALMOLtvE 

09 
12 
06 
12 

48 
56 
104 
93 

15 
1 
18 
13 

21 
24 
24 
22 

0.36 
1.16 
2.32 
1.88 

0.76 
2.08 
2.23 
2.03 

27.8 
132.8 

51.3 
146.9 

38 
45 
44 
33 

17 
81 
47 
60 

177 
483 
454 
798 

27.0 
70.2 
66.9 
59.4 

1.89 
2.10 
3.78 
1,04 

2.22* 
2.36 
4.28* 
4.20 

2,49 
2,64 
6,62 
3,89 

2.37 
2.71 
4.77 
4.82 

3.4 
1.8 
1.5 
1.0 

DIAL 
ECOUB 
ESTEE  UUDER 

12 
12 
06 

14 
39 
50 

1 
8 
4 

20 
22 
57 

0.32 
0.56 
0.34 

2.25 

1  A  A 
i.44 

0.68 

95.3 

CA  A 

117.3 

NA 
43 

1 
52 
10 

4 

250 
151 

NA 
25.9 

NA 
1,50 
NA 

0.72 
1.73 
0.88* 

NA 

1  QQ 

NA 

0.87 
1.98 
1.40 

4.6 
1.5 
NM 

GILLETTE 

PROCTER  &  GAMBLE 
REVLON 

12 
06 
12 

74 
109 
31 

7 
17 
-1 1 

34 
25 
79 

0.72 
1.80 
0.00 

0.97 
1.66 
0.00 

446.0 
681.9 
51.1 

42 
30 
NA 

63 
46 
11 

1014 
1275 
58 

54.2 
36.4 
NA 

1,85 
3.71 
-0.98 

2.19 

4.29* 

0.39 

2.50 
3.91 
NA 

2,60 
4,85 
1,16 

1.9 
4.3 
4.3 

(E)  TOBACCO 

GROUP  AVERAGE 

40 

15 

14 

1.68 

3.66 

218.4 

15 

55 

487 

56.6 

1.73 

2.90 

3.08 

3.43 

3.8 

AMERICAN  BRANDS 
DIMON 

PHILIP  MORRIS 

RJR  NABISCO  HOLDINGS 

12 
06 
12 
12 

48 
21 
103 
32 

21 
8 
18 
36 

15 
21 
13 
12 

2.00 
0.60 
4.80 
1.85 

4.19 
2.89 
4.65 
5.78 

170.2 
42.4 
815.4 
269.9 

3 
30 
12 

3 

52 
43 
61 
66 

571 
123 
1587 
414 

43.0 
30.0 
75.3 
116.1 

2.84(b)  3,11 
-0,65(b)  0.98* 
6.51  7.66 
1.58  2.59 

2.94 
1.08 
7.92 
2.49 

3,42 
1.81 
8.90 
2,94 

1.2 
7.7 
1.6 
2.7 

STANDARD  COMMERCIAL 

03 

14 

9 

9 

0.00(d) 

0.00 

9.5 

44 

41 

35 

31.6 

-1.08 

1.44 

NA 

1.88 

7.4 

UNIVERSAL 

06 

29 

12 

14 

1.02 

3.55 

35.1 

18 

63 

172 

38.4 

0.73 

2.04* 

1.14 

2.36 

5.1 

UST 

12 

33 

2 

13 

1.48 

4.54 

186.2 

-4 

61 

510 

61,5 

2.16 

2.45 

2.88 

2,72 

1.1 

7  CONTAINERS  &  PACKAGING 

INDUSTRY  AVERAGE 

29 

14 

20 

0.66 

2.02 

78.4 

19 

51 

235 

69.2 

2.40 

1.31 

2.10 

1.58 

33.7 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  AVERAGE 

32 

16 

17 

0.53 

1.45 

93.1 

32 

56 

270 

66.7 

0.50 

1.76 

1.59 

2.34 

6.3 

BAU 

CROWN  CORK  &  SEAL 
OWENS-ILLINOIS 

12 
12 
12 

25 
53 
19 

20 
24 
6 

16 
24 
12 

0.60 
1.00 
0.00 

2.45 
1.89 
0.00 

30.6 
128.2 
120.4 

-10 
80 
28 

65 
52 
50 

252 
419 
140 

85.0 
77.6 
37.6 

-0.72 
0.83 
1.40 

1.51 
2,19 
1.58 

1.57 
1.46 
1.73 

2.15 
3.15 
1.73 

5.6 
9.2 
4.0 

(B)  PAPER 

GROUP  AVERAGE 

27 

13 

21 

0.71 

2.24 

72.9 

13 

49 

222 

70.1 

3.11 

1.15 

2.40 

1.30 

43.9 

BEMIS 

GAYLORD  CONTAINER 
JEFFERSON  SMURFIT 
LONGVIEW  FIBRE 

12 
09 
12 
10 

36 
6 
14 
18 

10 
2 

-4 
9 

19 
29 
13 
20 

0.72 
0.00 
0.00 
0.64(c) 

2.02 
0.00 
0.00 
3.51 

52.4 
54.2 

in.o 

51.7 

38 
-21 
42 
12 

49 
18 
49 
42 

270 
71 
72 

140 

31.7 
154.5 
25.2 
26.4 

1.63 
2.44 
2,23 
1,47 

1.84 
0,22* 
1,04 
0,92 

2.00 
NA 
NA 

1,54 

2,10 
-0,39 
0,84 
1.08 

2.9 
97.4 
39.3 

7,4 

SONOCO  PRODUCTS 
STONE  CONTAINER 
TEMPLE-INLAND 
UNION  CAMP 

12 
12 
12 
12 

27 
15 
54 
49 

9 
8 
36 
31 

16 
NM 
21 
32 

0.66 
0.60 
1.28 
1.80 

2.42 
3.90 
2.38 
3,66 

90.1 
99.2 
55.4 
69.6 

3 
7 
22 
4 

33 
57 
68 
75 

249 
250 
325 
396 

22.9 
152.1 
87.1 
60.8 

1.72  1.75 
3,89(b)-0.71 
5.01  2.54 
6.45  1.56 

2.05 
NA 
3.25 
3,16 

1.98 
-0,55 
3,10 
2.22 

3,0 
154.5 
22.9 
23.9 

8  DISCOUNT  &  FASHION  RETAILING 

INDUSTRY  AVERAGE 

26 

11 

46 

0.18 

0.54 

147.3 

36 

59 

284 

125.4 

0.52 

1.31 

1.78 

1.63 

10.5 

AUTOZONE 
BAKER  0.) 
BARNES  &  NOBLE 
BORDERS  GROUP 

08 
01 
01 
01 

25 
6 
31 
37 

6 
13 
12 
12 

22 
13 
22 
28 

0.00 
0.06 
0.00 
0.00 

0.00 
0.96 
0.00 
0.00 

150.1 
13.9 
33.0 
37,8 

-13 
9 
8 
99 

67 
74 
55 
78 

332 
69 
140 
208 

111.1 
194.6 
106.3 
127.5 

0,93  1.11* 
-2,79(b)  0.50 
-1,70  1,45 
-5,06  1,29 

1.52 
0.71 
NA 
NA 

1.35 
0,80 
1.82 
1.61 

2.2 
11,3 
2,7 
2,5 

BURLINGTON  COAT  FACTORY  WAREHOUSE 
CARSON  PIRIE  scon 
CHARMING  SHOPPES 

06 
01 
01 

12 
26 
5 

10 
20 
4 

17 
11 
513 

0.00 
0.00 
0.00 

0.00 
0.00 
0.00 

41.2 
16.1 
104,8 

18 
28 
81 

29 
86 
66 

81 
110 
225 

31.6 
66.1 
204.3 

0,37 
3,75 
-1,35 

0.71* 

2,30 
0,01 

0.63 
NA 
0,01 

0.90 
2.48 
0,27 

NM 
2.0 
18.5 
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INVESTMENT  OUTLOOK  SCOREBOARD 


COMPANY  

CONSOLIDATED  STORES 
CORPORATE  EXPRESS 
DAYTON  HUDSON 
DILLARD  DEPARTMENT  STORES 


01 
02 
01 
01 


RECENT 
SHARE 
PRICE 

37 
28 
39 
31 


BOOK  P-E 

VALUE  RATIO 

PER  1996 

SHARE  ESI. 


11 
8 
17 
23 


19 
37 
17 
13 


1996 
DIVI- 
DEND 
RATE 

0.00 
0.00 
0.64 
0.16 


YIELD 
% 

0.00 
0.00 
1.65 
0.52 


SIIRS. 
OUT. 
MILS. 

53.3 
70.9 
216.9 
113.6 


1996 
MARKET 

VALUE 
CHANGE 
% 

92 
31 
56 
8 


EARNINGS  PER  SHARE  

1997  ESTIMATES 


INSTITUTIONAL 
HOLDINGS 
%  NUMBER 
244 


90 
79 
81 
70 


274 
535 
438 


1996 
TURN- 
OVER 
% 

103.3 
235.2 
126.0 
99.2 


mm 

1996 
1995  ANALYST 
EST. 


ACTUAL 
1.32 
0.04 


1.98 
0.75 


1.30(b)  2.30 
1.48  2.28 


BASED 
ON 
5-YR. 
TREND 

2.51 
NA 
2.09 
2.00 


FROM  ANALYSTS 
rniin  VARIA- 


CON- 
SEHSUS 

2.42 
1.12 
2.71 
2.63 


TION 
_%  

2.1 
1.8 
4.4 
7.6 


DOLLAR  GENERAL 

01 

29 

5 

23 

0.20 

0.70 

76.2 

83 

66 

QC  Q 

1.00 

1,26 

1 .87 

1,55 

3.2 

FAMILY  DOLLAR  STORES 

08 

19 

8 

18 

o!44 

2.33 

56^8 

37 

57 

138 

59.1 

1.03 

1.07- 

1.22 

1.23 

2.4 

FEDERATED  DEPARTMENT  STORES 

01 

34 

21 

16 

0.00 

0.00 

207.8 

28 

90 

634 

123.1 

0.39 

2.07 

1.07 

2.56 

5,1 

FINGERHUT 

12 

13 

12 

U 

0.16 

1.28 

46.2 

-9 

83 

158 

72.2 

1.05 

1.14 

l!07 

1.39 

7,2 

GAP 

01 

32 

5 

20 

0.30 

0.93 

283.4 

51 

1.23 

1.59 

1.71 

1.85 

2,7 

HECHINGER 

01 

3 

10 

NM 

o!oo 

6.00 

42!2 

-37 

27 

59 

162.5 

-1.84 

-0.26 

NA 

0.11 

90.9 

HOME  DEPOT 

01 

52 

11 

27 

0.24 

0.46 

479.1 

10 

56 

1006 

72.0 

1.54 

1.92 

2.48 

2.36 

1.3 

HOME  SHOPPING  NETWORK 

12 

11 

2 

45 

0.00 

0.00 

99.0 

36 

42 

134 

65.8 

-0.69 

0.25 

NA 

0.45 

15.6 

INTIMATE  BRANDS 

01 

16 

1 

16 

0.48 

2.95 

252.7 

10 

15 

152 

38  9 

0.92 

1.04 

MA 

nn 

1  .CO 

5.7 

KMART 

01 

11 

11 

31 

o!oo 

o!oo 

483!9 

63 

48 

406 

182^8 

-1.08 

0.35 

0.22 

0.69 

24.6 

KOHL'S 

01 

40 

6 

29 

0.00 

0.00 

73.9 

53 

71 

271 

63.5 

0.99 

1.37 

2.01 

1.63 

1.2 

LANDS'  END 

01 

27 

6 

20 

0.00 

0.00 

32.8 

95 

22 

100 

42.2 

0.89 

1.35 

1.30 

1.58 

12.0 

LIBERTY  MEDIA 

12 

25 

10 

104 

0.00 

0.00 

167.0 

_5 

61 

319 

91.7 

-0.34 

0.24 

NA 

Oil 

LIMITED 

01 

18 

6 

16 

o!40 

2^22 

27L0 

-20 

48 

417 

89.'4 

2.68 

1.15 

1.74 

1.32 

6,1 

LOWE'S 

01 

41 

12 

25 

0.20 

0.49 

172.6 

30 

55 

409 

100.4 

1.36(b)  1.65 

5.28 

1.98 

4.5 

MAY  DEPARTMENT  STORES 

01 

49 

16 

17 

1.16 

2.38 

251.9 

17 

70 

788 

54.2 

2.61(b)  2.89 

3.25 

3.22 

2.5 

MERCANTILE  STORES 

01 

50 

41 

13 

1.14 

2.27 

36.8 

9 

41 

292 

56.1 

3.35 

3.73 

3.62 

4  02 

2  0 

MEYER  (FRED) 

01 

34 

22 

17 

o!oo 

0.00 

26J 

49 

39 

129 

95!4 

1.07 

2.00 

0^89 

2^45 

4!l 

MICHAELS  STORES 

01 

10 

14 

NM 

0.00 

0.00 

23.5 

-19 

54 

92 

284.4 

-0.95 

-1.25 

NA 

0.77 

27.3 

MICRO  WAREHOUSE 

12 

25 

11 

18 

0.00 

0.00 

34.3 

-37 

72 

190 

390.0 

1.48 

1.38 

4.34 

1.72 

2.3 

NEIMAN  MARCUS  GROUP 

07 

35 

2 

28 

0.00 

0.00 

38.0 

48 

31 

80 

52.4 

1.01 

1.26* 

NA 

1.74 

5.7 

NORDSTROM 

01 

44 

18 

21 

0.50 

l!l5 

81.4 

7 

52 

353 

204^4 

2.02 

2.08 

2.35 

234 

8^3 

OFFICE  DEPOT 

12 

20 

7 

23 

0.00 

0.00 

157.1 

1 

66 

358 

221.4 

0.85 

0.85 

1.72 

1.05 

7,6 

OFFICEMAX 

01 

15 

8 

24 

0.00 

0.00 

123.6 

-3 

80 

304 

136.7 

1.04 

0.60 

2.00 

0.79 

2,5 

PAYIF^S  CASHWAYS 

11 

2 

5 

NM 

0.00 

0.00 

40.0 

-56 

55 

57 

102.2 

-3.36 

-0.01 

NA 

0.13 

138,5 

PAYLESS  SHOESOURCE 

01 

39 

20 

14 

o!oo 

0.00 

40.4 

NA 

71 

218 

NA 

NA 

2.73 

NA 

3]05 

2^3 

PENNEY  (J.  C.) 

01 

54 

24 

15 

2.08 

3.87 

225.5 

14 

74 

693 

57.5 

3.48 

3.54 

5.78 

3.98 

5.0 

PEP  BOYS-MANNY  MOE  &  JACK 

01 

37 

12 

22 

0.21 

0.57 

60.3 

44 

62 

336 

103.5 

1.34 

1.64 

1.98 

1.99 

2.5 

PFTSMART 

01 

26 

3 

61 

0.00 

0.00 

104.8 

70 

65 

220 

183.3 

-0.04 

0.42 

0.52 

0.61 

1.6 

PRICE/COSTCO 

08 

23 

9 

19 

o!oo 

o!oo 

196!4 

53 

69 

399 

149J 

1.06 

1.24* 

L04 

L42 

2!l 

PROFFITT'S 

01 

41 

16 

18 

0.00 

0.00 

20.7 

211 

63 

152 

193.8 

-0.17(b)  2.22 

2.46 

2.75 

4.0 

ROSS  STORES 

01 

51 

12 

18 

0.28 

0.55 

25.2 

175 

80 

175 

403.7 

1.75 

2.84 

2.70 

3.16 

6.3 

SAKS  HOLDINGS 

01 

33 

8 

45 

0.00 

0.00 

63.0 

NA 

17 

90 

NA 

-1.29 

0.73 

NA 

1.68 

4.8 

SEARS,  ROEBUCK 

12 

50 

11 

16 

0.92 

1.85 

391.4 

28 

66 

893 

80.3 

2.53 

3.06 

2.66 

3.49 

1.7 

SERVICE  MERCHANDISE 

12 

6 

4 

11 

0.00 

0.00 

99.7 

13 

46 

115 

95.0 

0.50 

0.49 

0.44 

0.63 

17.5 

SHOPKO  STORES 

02 

16 

13 

11 

0.44 

2.84 

32.0 

38 

36 

108 

54.5 

1.20 

1.36 

1.14 

1.56 

2.6 

SPIEGEL 

12 

9 

5 

863 

0.00 

0.00 

107.8 

25 

5 

40 

29.1 

-0.09 

0.01 

0.02 

0.27 

14.8 

SPORTS  AUTHORrrr 

01 

25 

9 

26 

0.00 

0.00 

31.5 

83 

72 

131 

143.0 

0.71 

0.95 

1.25 

1.17 

2.6 

STAPUS 

01 

20 

4 

32 

0.00 

0.00 

160.4 

24 

75 

368 

327.1 

0.46 

0.62 

0.92 

0.86 

5.8 

TALBOTS 

01 

29 

12 

15 

0.36 

1.24 

33.1 

-2 

30 

131 

81.3 

1.82 

1.93 

2.49 

2.26 

3.5 

TJX 

01 

45 

9 

20 

0.28 

0.62 

77.7 

157 

88 

363 

147.3 

0.74 

2.24 

1.48 

2.63 

4.6 

TOYS  'R'  US 

01 

34 

13 

19 

0.00 

0.00 

274.2 

59 

73 

578 

103.0 

0.53 

1.81 

1.22 

2.07 

3.4 

VALUE  CITY  DEPARTMENT  STORES 

.07 

13 

8 

19 

0.00 

0.00 

31.7 

89 

19 

49 

27.1 

0.43 

0.68* 

0.53 

0.94 

5.3 

VENTURE  STORES 

01 

3 

13 

NM 

0.00 

0.00 

18.3 

2 

46 

68 

184.7 

-1.29(b) -0.05 

NA 

0.30 

26.7 

VIKING  OFFICE  PRODUCTS 

06 

31 

4 

45 

0.00 

0.00 

83.5 

36 

84 

301 

183.4 

0.54 

0.70* 

1.08 

0.90 

1,1 

WABAN 

01 

26 

18 

12 

0.00 

0.00 

32.7 

41 

76 

203 

125.2 

2.05(b)  2.24 

2.77 

2.53 

2.8 

WAL-MART  STORES 

01 

26 

7 

19 

0.21 

0.82 

2293.7 

15 

33 

969 

37.9 

1.19 

1.34 

1.58 

1.54 

3.2 

WICKES  LUMBER 

12 

4 

3 

7 

0.00 

0.00 

8.2 

-4 

22 

14 

39.9 

-2.54 

0.53 

0.60 

0.00 

NM 

WOOLWORTH 

01 

24 

10 

21 

0.00 

0.00 

133.5 

85 

72 

312 

130.6 

-1.23 

1.17 

NA 

1.59 

10.1 

ZALE 

07 

20 

14 

16 

0.00 

0.00 

35.2 

24 

92 

147 

133.1 

0.88 

1.23* 

NA 

1.36 

1.5 

9  ELECTRICAL  &  ELECTRONICS 


INDUSTRY  AVERAGE 

45 

15 

28 

0.51 

0.99 

146.0 

22 

57 

411 

171.2 

2.21 

1.93 

4.05 

2.60 

12.2 

(A)  ELECTRICAL  PRODUCTS 

GROUP  AVERAGE 

49 

15 

19 

1.00 

1.97 

110.3 

28 

65 

388 

63.6 

1.98 

2.06 

3.68 

2.98 

6.9 

COOPER  INDUSTRIES 
EATON 

EMERSON  ELECTRIC 
GENERAL  SIGNAL 

12 
12 
09 
12 

42 
69 
98 
43 

17 
28 
23 

n 

15 
15 
22 
17 

1.32 
1.60 
2.16 
0.96 

3.18 
2.31 
2.20 
2.23 

108.0 
77.1 

224.2 
49,8 

13 
28 
20 
35 

67 
64 
64 
74 

425 
413 
973 
310 

69.3 
58.8 
35.0 
67.4 

2.51 
5.13 
4.16 
2.03 

2.74 
4.66 
4.55* 
2.60 

2.37 
8.87 
5,12 
3.41 

3.02 
5.15 
5.05 
2.97 

2.0 
7.0 
1.0 
2.0 

HUBBELL 
MAGNETEK 

12 
06 

42 
13 
35 

11  • 

2 
Ifi 

20 
NM 
17 

1.04 
0,00 
1.16 

2.48 
0.00 
3.31 

66,0 
25,5 
47.7 

28 
60 
7 

56 
74 
60 

269 
80 
313 

20.9 
72.1 
59.1 

1.83 
0.87 
1.93 

2.08 
-3.78* 
2.11* 

2,11 
NA 

2.88 

2.34 

0.84 
2.28 

6.0 

1.3 

RAYCHEM 
THOMAS  a  BETTS 

06 
12 

86 
45 

21 
16 

26 
19 

0.40 
1.12 

0.47 
2.48 
1.07 

42.7 
40.4 
421,6 

44 
24 
7? 

84 
71 
40 

360 
311 
423 

93.4 
58.2 
101.5 

-0.49 
2.02 
-0.19 

3.22* 
2.42 
-0.04 

NA 
0.99 
NA 

2.74 
0.36 

1.8 
44.4 

(B)  ELECTRONICS 

0.54 

1.02 

197.7 

10 

58 

481 

99.6 

2.59 

2.42 

3.98 

2.88 

7.1 

GENERAL  INSTRUMENT 
HARRIS 

HUGHES  ELECTRONICS 
LinON  INDUSTRIES 
MOTOROU 

12 
06 
12 
07 
12 

22 
69 
55 
47 
55 

9 
36 
23 
20 
20 

20 
15 
21 
15 
29 

0.00 
1.52 
0.96 
0,00 
0.48 

0.00 
2.22 
1.75 
0.00 
0.87 

135.9 
39.0 

399.9 
46.6 

592.9 

3 
25 
11 

6 
-3 

63 
73 
17 
77 
46 

363 
413 
379 
222 
1249 

152.3 
82.6 
25.2 
51.3 

122.7 

0.96(b) 

3.95 

2.77 

2.84 

2.93 

1.10 

4.58* 

2.67 

3.15* 

1.93 

8.56 
3.68 
2.75 
3.61 

5.14 
2.68 
3.43 
2.48 

0.8 
1.9 
2.0 
10.1 
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INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 

1997  ESTIMATES 

BOOK 

P  E 

1996 

1996 

1/B/EyS 

BASED 

FROM  ANALYSIS 

RECENT 

VALUE 

RATIO 

OIVI- 

SHIiS. 

VALUE 

in^iiiuMunAL 

TURN- 

1996 

ON 

l/B/E/S 

VARIA- 

SHARE 

PER 

199G 

DENIl 

YIELD 

OUT. 

CHANGE 

HOLDINGS 

OVER 

1995 

ANALYST 

5-YR. 

CON- 

TION 

COMPANY 

FY 

PRICE 

SHARE 

ESI. 

RATE 

% 

MILS. 

% 

% 

NUMBER 

% 

APTIIAI 
nU  1  \jnL 

EST 

TREND 

SENSUS 

% 

RAYTHEON 

12 

51 

17 

15 

0.80 

1.56 

263.0 

18 

59 

768 

47.2 

3.25 

3.40 

3.53 

3.74 

5.3 

06 

20 

12 

NM 

0.22 

1.10 

72.2 

12 

70 

198 

140.9 

0.97 

-1.32* 

NA 

0.53 

20^8 

VARIAN  ASSOCIATES 

09 

49 

15 

13 

0.32 

0.65 

31.1 

3 

63 

258 

174.7 

3.01 

3.81* 

4.49 

3.62 

8.8 

(C)  INSTRUMENTS 

GROUP  AVERAGE 

48 

13 

54 

0.47 

0.78 

85.3 

21 

OD 

147.0 

2.04 

1.95 

2.70 

2.61 

10.2 

HONEYWELL 

12 

69 

16 

22 

1.08 

1.57 

126.5 

41 

57 

554 

80.7 

2.62 

3.15 

2.86 

3.62 

2.2 

PERKIN-ELMER 

05 

62 

8 

193 

0.68 

1.10 

43.1 

64 

73 

321 

109.8 

1.57 

0.32* 

0.48 

2.71 

2.6 

TEKTRONIX 

05 

49 

21 

14 

0.60 

1.23 

32.8 

-3 

oy 

149.7 

3.00 

J. 'to 

5.68 

3.94 

6.1 

TERADYNE 

12 

24 

10 

16 

0.00 

0.00 

82.9 

-6 

330.9 

1.89 

1.50 

2.91 

1.17 

38.5 

THERMO  ELECTRON 

12 

36 

11 

27 

0.00(c) 

0.00 

141.3 

11 

64 

483 

63.8 

1.11 

1.34 

1.56 

1.59 

1.9 

(D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

GROUP  AVERAGE 

41 

13 

30 

0.15 

0.36 

163.6 

24 

47 

400 

297.7 

2.22 

1.55 

4.94 

2.16 

19.5 

ADVANCED  MICRO  DEVICES 

12 

24 

14 

NM 

0.00 

0.00 

141.3 

99 

47 

279 

176.6 

2.81(b) 

-0.57 

NA 

0.82 

81,7 

AMP 

12 

38 

13 

20 

1.00 

2.61 

219.6 

1 

71 

743 

65.5 

1.95 

1.96 

2.29 

2.23 

6.3 

AVX 

03 

22 

7 

16 

0.22 

0.98 

88.0 

-16 

15 

96 

34.8 

1.58 

1.41 

NA 

L62 

B.O 

CIRRUS  LOGIC 

03 

20 

7 

109 

0.00 

0.00 

64.7 

1 

27 

120 

568.1 

-0.58 

0.18 

0.29 

1.10 

28.2 

INTEL 

12 

127 

18 

24 

0.20 

0.16 

820.6 

123 

53 

1561 

256.6 

4.03 

5.39 

7.94 

7.13 

9.0 

LSI  LOGIC 

12 

30 

10 

28 

0.00 

0.00 

128.3 

-9 

58 

437 

456.1 

1.75(b)  1.08 

3.41 

1.42 

12.0 

MICRON  TECHNOLOGY 

08 

33 

12 

12 

0.00 

0.00 

208.8 

-16 

18 

376 

624.8 

3.90(b)  2.76*  22.33 

0.83 

57.8 

MOLEX 

06 

39 

12 

27 

0  06 

0.15 

100.7 

23 

18 

224 

35.3 

1.24 

1.45* 

1.66 

1.66 

2.4 

NATIONAL  SEMICONDUCTOR 

05 

25 

10 

28 

0.00 

0.00 

138.5 

25 

68 

341 

204.5 

1.34(b)  0.88 

1.13 

1.51 

15.2 

READ-RITE 

09 

22 

10 

NM 

0.00 

0.00 

46.7 

-5 

34 

127 

688.6 

2.60 

-0.92* 

NA 

1.27 

14.2 

SCI  SYSTEMS 

06 

53 

17 

20 

0.00 

0.00 

29.7 

72 

73 

206 

569.6 

1.56(b)  2.65* 

5.59 

3.15 

1.3 

SOLECTRON 

08 

59 

13 

27 

0.00 

0.00 

52.4 

39 

83 

263 

121.0 

1.62(b)  2.17* 

3.42 

2.75 

2.2 

TEXAS  INSTRUMENTS 

12 

64 

22 

34 

0.68 

1.07 

190.0 

24 

54 

621 

244.6 

5.63 

1.90 

4.28 

3.17 

26.2 

VISHAY  INTERTECHNOLOGY 

12 

21 

15 

15 

0.00(d) 

0.00 

61.3 

-30 

44 

207 

122.1 

1.63 

1.29 

1.95 

1.64 

8.5 

10  FOOD 


INDUSTRY  AVERAGE  34      10     22     0.53      1.53     122.0      17      44      268      56.3      1.18     1.52    2.11     1.96  11.2 


(A)  FOOD  DISTRIBUTION 

GROUP  AVERAGE 

24 

13 

19 

0.39 

1.69 

55.1 

4 

57 

212 

61.1 

1.23 

1.35 

1.45 

1.61 

4.1 

FLEMING 

12 

16 

29 

18 

0.08 

0.49 

37.8 

-21 

51 

212 

104.1 

1.12 

0.92 

0,75 

1.10 

10.9 

INTERNATIONAL  MULTIFOODS 

02 

16 

17 

14 

0.80 

5.08 

18.0 

-22 

57 

119 

45.3 

1.33 

1.14 

1,27 

1.55 

NM 

JP  FOODSERVICE 

05 

24 

7 

28 

0.00 

0.00 

16.0 

26 

49 

51 

67.3 

0.59 

0.88* 

NA 

1.23 

1.6 

RICHFOOD  HOLDINGS 

04 

26 

5 

21 

0.12 

0.46 

47.3 

47 

68 

177 

99.0 

0.84 

1.23 

1,40 

1.43 

6.3 

SMART  &  FINAL 

12 

22 

7 

18 

0.20 

0.92 

20.3 

2 

34 

49 

16.0 

0.88 

1.17 

1,84 

1.41 

2.8 

SUPERVALU 

02 

30 

19 

11 

1.00 

3.38 

67.3 

-7 

72 

322 

49.7 

2.44 

2.61 

1.71 

2.84 

2.1 

SYSCO 

06 

34 

8 

22 

0.52 

1.52 

179.0 

2 

58 

554 

46.1 

1.38 

1.52* 

1.73 

1.74 

0.6 

(B)  FOOD  PROCESSING 

GROUP  AVERAGE 

41 

11 

26 

0.69 

1.56 

138.5 

17 

47 

324 

56.8 

1.46 

1.66 

2.51 

2.22 

16.1 

ARCHER  DANIELS  MIDLAND 

06 

22 

11 

17 

0.20(d) 

0.91 

544.1 

28 

52 

581 

44.6 

1.41 

1.27* 

1,45 

1.39 

3.6 

CAMPBELL  SOUP 

07 

83 

7 

26 

1.38 

1.67 

247.0 

37 

24 

509 

39.5 

2.80 

3.22* 

3.54 

3.63 

1.7 

CHIQUITA  BRANDS  INTERNATIONAL 

12 

13 

10 

15 

0.20 

1.51 

55.7 

-2 

73 

113 

75.3 

0.37 

0.88 

NA 

1.33 

22.6 

CONAGRA 

05 

53 

9 

20 

1.09 

2.05 

240.7 

25 

48 

562 

49.7 

0.79 

2.65 

1.78 

3.01 

1.7 

CPC  INTERNATIONAL 

12 

83 

13 

21 

1.64 

1.97 

144.8 

21 

57 

770 

51.7 

3.43 

3.98 

3.77 

4.52 

1.3 

DEAN  FOODS 

05 

28 

13 

15 

0.76 

2.73 

40.2 

1 

45 

174 

57.3 

-1.24 

1.78 

1.98 

2.09 

3.8 

DOLE  FOOD 

12 

39 

10 

17 

0.40 

1.03 

60.1 

12 

61 

242 

84.2 

2.00 

2.26 

1.89 

3.03 

6.3 

EARTHGRAINS 

03 

52 

58 

86 

0.20 

0.39 

10.1 

NA 

57 

157 

NA 

-0.65 

0.60 

NA 

2,23 

49.3 

FLOWERS  INDUSTRIES 

06 

24 

5 

44 

0.61 

2.58 

58.4 

97 

39 

144 

50.6 

0.75 

0.54* 

0,66 

1,09 

5.5 

GENERAL  MILLS 

05 

64 

1 

21 

2.00 

3.15 

157.0 

9 

67 

651 

62.3 

3.00 

3.05 

2,55 

3.38 

5.9 

HEINZ  (H.J.) 

04 

38 

7 

20 

1.16 

3.06 

367.7 

14 

54 

703 

43.8 

1.75 

1.93 

1,92 

2,14 

1.9 

HERSHEY  FOODS 

12 

50 

7 

25 

0.80 

1.60 

153.6 

53 

31 

439 

45.0 

1,70 

1.99 

1.92 

2,24 

2.2 

HORMEL  FOODS 

10 

26 

10 

25 

0.60 

2.31 

76.2 

5 

22 

131 

22.6 

1,57 

1.04* 

1.35 

1,46 

8.9 

HUDSON  FOODS 

09 

18 

11 

24 

0.08 

0.44 

30.1 

6 

37 

84 

73.7 

1,21 

0.76* 

1.69 

1,36 

11,8 

IBP 

12 

25 

12 

10 

0.10 

0.40 

96.7 

0 

76 

319 

109.5 

2,90 

2.44 

14.90 

2.75 

15.3 

INTERSTATE  BAKERIES 

05 

45 

13 

25 

0.54 

1.20 

37.4 

104 

40 

99 

46.6 

0,70 

1.84 

1.05 

2.30 

12.6 

KELLOGG 

12 

68 

6 

22 

1.68 

2.48 

211.2 

-14 

76 

520 

40.6 

2,24 

3.04 

2.85 

3.44 

3.8 

Mccormick 

11 

25 

6 

22 

0.56 

2.27 

79.5 

0 

48 

188 

89.6 

1,20 

1.12 

1.09 

1.32 

3.8 

NABISCO  HOLDINGS 

12 

39 

15 

27 

0.62 

1.60 

265.1 

19 

16 

228 

31.3 

1,20 

1.41 

NA 

1.67 

2.4 

PIONEER  HI-BRED  INTERNATIONAL 

08 

70 

13 

26 

0.92 

1.32 

82.5 

23 

46 

344 

46.0 

2,16 

2.68* 

3.20 

3.01 

4.3 

QUAKER  OATS 

12 

39 

9 

30 

1.14 

2.90 

135.7 

15 

49 

383 

74.1 

6,00 

1.30 

2.69 

1,59 

4.4 

RALCORP  HOLDINGS 

09 

20 

5 

NM 

0.00 

0.00 

32.9 

-19 

56 

119 

77.8 

1,00 

-1.42* 

NA 

1,04 

14.4 

RALSTON  PURINA 
SARA  LEE 

09 

77 

6 

24 

1.20 

1.57 

101.8 

23 

55 

415 

44,9 

2,66(b)  3.23* 

2.69 

3,76 

3.7 

06 

39 

9 

21 

0.84 

2.14 

483.8 

23 

47 

834 

39.2 

1.62 

1.83* 

1.42 

2,04 

1.5 

SMITHFIELD  FOODS 

04 

33 

13 

19 

0.00 

0.00 

18.0 

12 

44 

93 

123.6 

1.06 

1.71 

2.02 

2,76 

12.7 

THORN  APPLE  VALLEY 
TYSON  FOODS 
WLR  FOODS 
WRIGLEY  (WM.)  JR. 

05 

13 

13 

18 

0.00 

0.00 

6.1 

-19 

38 

25 

54.8 

-3,76 

0.72 

0.46 

2.00 

NM 

09 

33 

11 

55 

0.12 

0.37 

144.9 

25 

25 

158 

60.2 

1,51 

0.60* 

0.85 

1.53 

10.5 

06 

13 

9 

NM 

0.24 

1.88 

17.7 

-22 

15 

43 

24.0 

0,90 

-0,27* 

NA 

-0.21 

233.3 

12 

58 

8 

?B 

1.05 

1.80 

116.0 

11 

5? 

357 

28.1 

(C)  FOOD  RETAILING 

GROUP  AVERAGE 

27 

7 

18 

0.32 

1.40 

121.4 

22 

.15 

198 

53.S 

0.70 

1.33 

1.72 

1.66 

5.3 

AMERICAN  STORES 
FOOD  HON 

01 

35 

8 

18 

0.60 

1.72 

252.0 

6 

41 

636 

45.1 

1,84 

1,97 

2.44 

2.19 

3.7 

01 

40 

17 

17 

0.64 

1.61 

145.8 

48 

57 

386 

57,5 

2.16 

2.36 

2.65 

2.70 

3.0 

12 

9 

2 

20 

0.11 

1.24 

468.7 

55 

8 

74 

30.1 

0.36 

0.45 

0.30 

0.54 

7.4 
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COMPANY 

FY 

RECENT 
SHARE 
PRICE 

BOOK 
VALUE 
PER 
SHARE 

P-E 
RATIO 
1996 
EST. 

1996 
DIVI- 
DEND 
RATE 

YIELD 
% 

SHRS. 
OUT. 
MILS, 

MARKET 
VALUE 
CHANGE 
% 

INSTITUTIONAL 
HOLDINGS 
%  NUMBER 

1996 
TURN- 
OVER 

% 

1995 
ACIUAl 

l/B/E/S 
1996 
ANALYST 
ESI. 

BASED 
ON 
it-YR 
TREND 

EROM  ANALYSTS 
l/B/E/S  VARIA- 
CON-  TION 
SENSUS  % 

GIANT  FOOD 

02 

34 

14 

18 

0.76 

2.25 

59.8 

8 

43 

237 

26.4 

1.72 

1.91 

1.95 

2.10 

3.3 

GREAT  ATLANTIC  &  PACIFIC  TEA 

02 

33 

22 

17 

0.20 

0.61 

38.2 

42 

34 

211 

63.5 

1.50 

1.98 

1.36 

2.39 

8.8 

HANNAFORO  BROTHERS 

12 

32 

13 

18 

0.48 

1.49 

42.3 

31 

36 

160 

28.2 

1.67 

1.77 

2.01 

2.10 

3.3 

INHI  MARKFT^ 

09 

1 5 

10 

13 

0  65 

4  53 

1  P  1 

iO.l 

3 

34 

62.0 

0.93 

1.12- 

1.37 

1,18 

NM 

KROGER 

12 

46 

-11 

17 

0.00 

0.00 

125.0 

25 

56 

451 

75.1 

2.50(b)  2.66 

3,55 

3.25 

0.9 

MARSH  SUPERMARKHS 

03 

11 

13 

13 

0.44 

3.91 

8.4 

-15 

25 

30 

19.1 

1.07 

0.89 

0.86 

1.21 

4.1 

PENN  TRAFFIC 

01 

5 

-7 

NM 

0.00 

0.00 

10.9 

-66 

61 

46 

50,8 

-7.32 

-2.63 

MA 

-1.18 

15.3 

RISER  FOODS 

06 

31 

U 

15 

0.24 

0.79 

8.1 

90 

42 

53 

47.5 

1.42 

2.05" 

1,11 

2.35 

2.6 

RUDDICK 

09 

13 

7 

14 

0.36 

2.72 

46.4 

15 

55 

105 

24.1 

0.84 

0.92' 

0.95 

1.07 

2.8 

SAFEWAY 

12 

41 

5 

22 

0.00 

0.00 

218.6 

61 

40 

360 

66.9 

1.36 

1.87 

2.70 

2.28 

3.1 

SMITH'S  FOOD  &  DRUG  CENTERS 

12 

30 

-9 

23 

0.00 

0.00 

15.8 

-25 

28 

78 

199.4 

-1.62 

1.31 

1.33 

1.51 

15.2 

SOUTHLAND 
VONS 

WINN-DIXIE  STORES 

12 
12 
06 

3 
53 
34 

-2 
16 
9 

13 
25 
20 

0.00 
0.00 
0.96 

0.00 
0.00 
2.86 

409.9 
43.9 
151.3 

-21 
88 
-10 

5 
47 
14 

58 
206 
233 

10.7 
89.3 
14.4 

0.40 
1.55 
1.56 

0.20 
2.11 
1.69' 

NA 
1.38 
1.83 

0.24 
2.45 
1.81 

4.2 
5.7 
2.2 

11  FUEL 


INDUSTRY  AVERAGE 

54 

20 

29 

1.20 

1.98 

191.0 

32 

59 

505 

69.2 

0.44 

2.81 

3.06 

3,14 

10.8 

(A)  COAL,  OIL  &  GAS 

GROUP  AVERAGE 

52 

21 

30 

1.31 

2.18 

204.8 

27 

56 

498 

63.8 

0.99 

2.90 

3.12 

3.17 

11.8 

AMERADA  HESS 

12 

59 

34 

35 

0.60 

1.02 

93.1 

11 

63 

433 

77.7 

-4.24 

1,68 

1.71 

1.90 

18.4 

AMOCO 

12 

78 

32 

16 

2.60 

3.34 

497.3 

9 

56 

1223 

40.7 

3.76 

4.90 

5.74 

5.03 

7.8 

ASHLAND 

09 

48 

23 

16 

1.10 

2.29 

65.0 

39 

55 

321 

74.1 

0.08 

2.97* 

0.59 

2.87 

7.0 

ATUMTIC  RICHFIELD 

12 

139 

46 

14 

5.50 

3.95 

160.8 

26 

63 

1008 

63.2 

8.42 

10.16 

9.73 

9.27 

9.3 

CHEVRON 

12 

67 

24 

17 

2.16 

3.22 

652,4 

28 

47 

992 

39.2 

1.43 

3.98 

2.79 

3.93 

7.9 

COASTAL 

12 

48 

26 

17 

0.40 

0.83 

105.6 

31 

61 

466 

57.4 

2.40 

2.91 

3.79 

3.38 

3.6 

CROWN  CENTRAL  PETROLEUM 

12 

13 

18 

NM 

0.00 

0.00 

10,0 

-10 

29 

33 

22.0 

-6.95 

0.00 

NA 

1.50 

23.3 

EXXON 

12 

94 

33 

18 

3.16 

3.35 

1241,8 

17 

40 

1415 

29.5 

5.18 

5.31 

5.34 

5.47 

4.4 

KERR-McGEE 

12 

70 

28 

17 

1.64 

2.34 

48.6 

5 

59 

416 

96.9 

-0.47 

4.01 

3.43 

3.99 

5.5 

MAPCO 

12 

34 

11 

16 

0.50 

1.48 

56.2 

18 

74 

187 

55.7 

1.26 

2.09 

1.50 

2.42 

2.5 

MOBIL 

12 

121 

47 

16 

4.00 

3.30 

394.0 

8 

50 

1440 

50.3 

5.87 

7.46 

7.37 

7.83 

5.9 

MURPHY  OIL 

12 

51 

26 

23 

1.30 

2.55 

44.9 

23 

61 

203 

35.7 

-2.64 

2.26 

2.79 

2.42 

17.4 

OCCIDENTAL  PETROLEUM 

12 

24 

11 

14 

1.00 

4.17 

328.9 

16 

57 

525 

71.0 

1.31 

1.73 

1.38 

1.83 

10.9 

ORYX  ENERGY 

12 

21 

-1 

17 

0.00 

0.00 

104.8 

56 

64 

325 

99.7 

1.54 

1.22 

2.94 

1.29 

17.1 

PENNZOIL 

12 

56 

20 

30 

1.00 

1.78 

46.5 

34 

64 

333 

84.9 

-5.60 

1.87 

2.89 

2.61 

26.8 

PHILUPS  PETROLEUM 

12 

45 

16 

14 

1.28 

2.84 

263.3 

33 

55 

549 

57.4 

1.79 

3.21 

4.60 

3.16 

6.6 

QUAKER  STATE 

12 

17 

9 

23 

0.40 

2.34 

35.8 

47 

36 

128 

62.4 

0.06 

0.73 

0.24 

0.95 

3.2 

SUN 

12 

25 

13 

313 

1.00 

4.00 

73.0 

-10 

56 

318 

89.1 

2.24 

0.08 

0.07 

1.47 

28.6 

TESORO  PETROLEUM 

12 

15 

9 

9 

0.00 

0.00 

26.3 

78 

42 

93 

91.6 

2.29 

1.58 

3.25 

1.52 

14.5 

TEXACO 

12 

99 

37 

16 

3.40 

3.43 

264.3 

26 

59 

979 

74.5 

2.57 

6.26 

4.11 

6.05 

9.8 

TOSCO 

12 

76 

23 

21 

0.64 

0.84 

43.6 

135 

81 

245 

97,0 

2.04(b)  3.65 

3.43 

4.69 

10.9 

ULTRAMAR  DIAMOND  SHAMROCK 

12 

32 

16 

22 

1.10 

3.46 

44.6 

24 

93 

205 

88,4 

1.18 

1.44 

1.39 

2.53 

13.4 

UNION  PACIFIC  RESOURCES  GROUP 

12 

30 

6 

26 

0.20 

0.67 

249.2 

18 

14 

234 

42,4 

1.40 

1.17 

NA 

1.32 

16.7 

UNOCAL 

,'12 

41 

11 

17 

0.80 

1.96 

250.4 

42 

66 

596 

78,5 

0.91 

2.40 

2.04 

2.27 

12.8 

USX-MARATHON  GROUP 

12 

23 

11 

14 

0.75 

3,32 

287.5 

17 

67 

497 

66.4 

-0.31 

1.68 

NA 

1.62 

13.0 

VALERO  ENERGY 

12 

30 

24 

22 

0.52 

1.73 

44.0 

23 

78 

196 

66.4 

1,10 

1.38 

0.70 

1.92 

5.7 

VASTAR  RESOURCES 

12 

40 

2 

19 

0.30 

0.75 

97.3 

26 

17 

97 

9.7 

1,06 

2.07 

NA 

2.30 

15.7 

(B)  PETROLEUM  SERVICES 


GROUP  AVERAGE 

67 

19 

29 

0.59 

0.87 

116.6 

50 

73 

537 

98.6 

-2.52 

2.36 

2.70 

2.98 

5.6 

BAKER  HUGHES 

09 

37 

n 

30 

0.46(c) 

1.26 

144.0 

52 

78 

526 

139.6 

0.67 

1,23* 

0.81 

1.50 

8.0 

COOPER  CAMERON 

12 

66 

18 

27 

0.00 

0.00 

25.6 

88 

72 

112 

92.4 

-19.87 

2,45 

NA 

3,64 

4,1 

HALLIBURTON 

12 

60 

16 

24 

1.00 

1.66 

114.9 

19 

74 

658 

141.6 

2,04 

2,48 

4.97 

2.91 

5.8 

SCHLUMBERGER 

12 

104 

21 

31 

1,50 

1.44 

245.0 

52 

62 

1073 

72.6 

2,69 

3,36 

2.70 

4,05 

7.7 

WESTERN  ATLAS 

12 

71 

27 

31 

0.00 

0.00 

53.6 

41 

80 

317 

46.9 

1,85 

2,27 

2,32 

2,81 

2,5 

12  HEALTH  CARE  

INDUSTRY  AVERAGE  41      12     24     0.43      0.82__193^9          _  ^7      448  _ _105._1_   _1_.0_9_ _  1^8_5_ _2.26  _2.28^ 
(ArORUG  DlsTRHBin-ioNI 

GROUP  AVERAGE  41      13     24     0.37     0.87      69.9    225      60__  243      M._5  __0.8_1___L7_9__2._19__2.17__  2^^^ 

AMERISOuYciHEA'LTH  "oV'39" " -2 " 'if  "o'oo" " '  0700"  "2117      27      83       HI       68.3      1.54      1.84-      NA     2.21  0.5 

BERGEN  BRUNSWIG  09       27       14      15     0.48       1.76       40,0      10      65       179       75,7      1.61      1.83*    1.73     2.00  8.0 

BINDLEY  WESTERN  INDUSTRIES  12       18       19      13     0.08       0.45       11,4        6      38        73       67,0      1.27(b)  1.39      1.32      1.54  2.5 

CARDINAL  HEALTH  06       84       15      48     0.12       0.14       66.8     1 1°      6? . .jlj^ . -i--- - -----  -- 

CVS  l"""4r"'l5''29""o'44'''lo7"'m6T''35'"NA'"'NA'"l24.8    -6,o"2      1,41     I54      1.89  4,2 

ECKEHD  01       35        2      21      0.00      0,00       70,1       55      81       230     111.6      1.50      1,66     2.58     1.83  2,2 

LONGS  DRUG  STORES  01       50      27      17      1.12       2.23       19.6        3      41       208      32.4      2.29     2,97     2.56     3.20  2.8 

MCKESSON  03       56      23      19      1.00       1.78       42.8        7      "6  __  _194  _  _  _78._6__  _2_9_0_  _  _2^9_3__  4^40_  _3._40___2^9_ 

■RivYoYs.  Y5"'35""ir"23''Y.Oo""0r0o"V8T7""25""6r'"7rT08.5      1.14      1.47     2.25     1.72  4.7 

RITE  AID  02       40       14      19     0.74       1.87       83.9      16      88      394     144.8      1.90     2.13      1.99     2.42  .2 

THRIFTY  PAYLESS  HOLDINGS  09       26        6      39     0.00       0.00       59.5  2355      37        82         NA    -1.67     0.65        NA       .04  .9 

WALGREEN  08       42        8      28     0.48       1.15     246.1      40      48      609      40.6      1  30      1,50     1,68     1.70  Id 
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INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 

1997  ESTIMATES 


BOOK 

P-E 

1996 

1996 
MARKET 

1996 

l/B/t/S 

BASED 

TROM  ANALYSTS 

RECENT 

VAIUE 

RATIO 

DIVI- 

SHRS. 

VALUE 

INSTITUTIONAL 

TURN- 

1996 

ON 

l/B/E/S 

VARIA- 

SHARE 

PER 

19% 

DEND 

YIELD 

OUT. 

CHANGE 

HOLDINGS 

OVER 

1995 

ANALYST 

5-YR. 

CON- 

TION 

COMPANY 

FY 

PRICE 

SHARE 

Lol. 

RATE 

% 

MILS. 

% 

% 

NUMBER 

% 

ACTUAL 

EST. 

TREND 

SENSUS 

% 

(B)  DRUGS  &  RESEARCH 

GROUP  AVERAGE 

61 

11 

26 

1.04 

1.55 

371.4 

17 

54 

785 

86.6 

1.94 

2.55 

3.18 

3.00 

6.2 

ALLERGAN 

12 

32 

11 

16 

0,52 

1.62 

65.3 

0 

74 

332 

79.5 

1.12 

2.02 

1.66 

Q  9 

AMERICAN  HOME  PRODUCTS 

12 

64 

10 

22 

1.64 

2.55 

638.3 

35 

62 

1231 

41.7 

2.71 

2.94 

3.14 

3  40 

1  8 

AMGEN 

12 

61 

7 

25 

0.00 

0.00 

254.5 

2 

57 

872 

209.8 

1.92 

2.41 

3.61 

2.77 

2.2 

BRISTOL-MYERS  SQUIBB 

12 

114 

13 

20 

3.00 

2.64 

500.8 

31 

54 

1356 

45.3 

3.58 

5.65 

4.85 

6.23 

l.O 

CHIRON 

12 

19 

4 

65 

0.00 

0.00 

169.6 

-29 

29 

216 

252.3 

-3.16 

0.30 

NA 

0  44 

13  6 

IVAX 

12 

n 

6 

NM 

0.10 

0.91 

121.5 

-60 

21 

187 

136.6 

0.96 

-0.46 

NA 

0  53 

52  8 

LILLY  (ELI) 

12 

77 

11 

29 

1.37 

1.79 

551.8 

35 

DO 

y  1  o 

55.9 

2.30 

2.67 

2.48 

3!l2 

2.9 

MALLINCKRODT 

06 

44 

17 

18 

0.62 

1.41 

74.1 

20 

74 

378 

60.3 

2.37 

2.50' 

2.62 

2.85 

1.4 

MERCK 

12 

83 

9 

26 

1.50 

1.93 

1204.4 

24 

1 579 

51.4 

2.70 

3.16 

3.33 

3.65 

1.4 

PFIZER 

12 

90 

10 

30 

1.20 

1.34 

644.6 

44 

62 

1325 

46.5 

2.47 

2.99 

3.54 

3.50 

2.0 

PHARMACIA  &  UPJOHN 

12 

39 

12 

20 

1.08 

2.80 

508.7 

0 

48 

748 

71.6 

1.41(b)  1.90 

1.58 

2.27 

3.5 

RHONE-POULENC  RORER 

12 

74 

17 

23 

1.28 

1.72 

136.3 

42 

20 

214 

22.8 

2.52 

3.19 

2.95 

4.07 

2.0 

SCHERING-PLOUGH 

12 

71 

6 

22 

1.32 

1.85 

369.4 

QO 
0£ 

60 

1141 

oy.  i 

2.85 

3.29 

"a  Q7 

3.73 

1.3 

SIGMA-ALDRICH 

12 

63 

18 

21 

0.44 

u.  /u 

50.0 

Z  / 

60 

448 

1  7 

lUD.  / 

2.64 

2.95 

3.29 

1.2 

WARNER-LAMBERT 

12 

72 

9 

26 

1.38 

1.93 

271.2 

47 

830 

59.5 

2.74 

2.75 

4.48 

3.06 

2.6 

VCI  HcALTrr-CAKE  9fcnVll«ll9 

GROUP  AVERAGE 

28 

12 

21 

0.03 

0.10 

99.2 

-4 

D/ 

£0.3 

135.8 

0.63 

1.47 

2.02 

1.94 

10.5 

APRIA  HEALTHCARE  GROUP 

12 

18 

7 

11 

0.00 

0.00 

51.0 

-35 

71 

213 

200.4 

-1.52 

1.62 

2.99 

1  80 

D.i 

BEVERLY  ENTERPRISES 

12 

13 

9 

18 

0.00 

0.00 

99.3 

25 

70 

279 

93.7 

-0.16 

0.75 

1.26 

U.O/ 

COLUMBIA/HCA  HEALTHCARE 

12 

40 

12 

18 

0.08 

0.20 

670.8 

19 

60 

1033 

57.2 

1.58 

2.22 

2.83 

C..110 

U.O 

FHP  INTERNATIONAL 

06 

36 

29 

83 

0.00 

0.00 

40.8 

27 

73 

165 

230.2 

0.29 

0.43* 

0.34 

1.71 

7.0 

FOUNDATION  HEALTH 

06 

29 

16 

10 

0.00 

0.00 

58.7 

-31 

69 

252 

146.8 

0.90 

2.85- 

2.20 

9  77 

A  1 
O.i 

HEALTH  SYSTEMS  INTERNATIONAL 

12 

23 

8 

11 

0.00 

0.00 

48.4 

-28 

34 

83 

59.1 

1.83 

2.10 

1.76 

9  AO 

O.O 

HEALTHSOUTH 

12 

38 

8 

26 

0.00 

0.00 

154.0 

104 

79 

447 

88.4 

0.84 

1.46 

1.35 

1  82 

HORIZON/CMS  HEALTHCARE 

05 

1 1 

13 

10 

0.00 

0.00 

52.0 

-57 

47 

131 

185.3 

0.12 

1.10 

0.57 

1.28 

9.4 

HUMANA 

12 

19 

8 

19 

0.00 

0.00 

162.6 

-31 

63 

385 

111.6 

1.17 

0.98 

1.42 

1  1  R 
X.iO 

R  Q 

INTEGRATED  HEALTH  SERVICES 

12 

22 

21 

10 

0.02 

0.09 

23.2 

-5 

65 

134 

134.5 

-1.21(b)  2.19 

2.90 

9 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS 

12 

3 

3 

21 

0.00 

0.00 

122.9 

-71 

17 

97 

31.9 

-0.03 

0.13 

0.11 

1  91  ^ 

MAGELLAN  HEALTH  SERVICES 

09 

21 

6 

20 

0.00 

0.00 

32.5 

-1 

70 

124 

79.4 

-1.54 

1.04* 

NA 

1.74 

5.7 

MANOR  CARE 

05 

25 

12 

17 

0.09 

0.35 

62.8 

-28 

50 

315 

59.7 

1.04 

1.47 

1.41 

1  7R 

7 
0,/ 

ORNDA  HEALTHCORP 

08 

29 

11 

17 

0.00 

0.00 

58.2 

26 

71 

224 

102.4 

1.53 

1.73* 

NA 

1  QQ 

l.O 

OXFORD  HEALTH  PLANS 

12 

58 

7 

48 

0.00 

0.00 

75.0 

71 

85 

314 

509.7 

0.71 

1.21 

2.13 

1  71 
i.  / 1 

O.O 

PACIFICARE  HEALTH  SYSTEMS 

09 

83 

25 

37 

0.00 

0.00 

31.2 

-4 

56 

245 

400.3 

3.62 

2.27' 

4.(X) 

o.uo 

PHYSICIAN  CORP  OF  AMERICA 

12 

11 

5 

NM 

0.00 

0.00 

38.3 

-37 

32 

95 

162.9 

-0.62 

-0.09 

NA 

0.75 

22.7 

QUORUM  HEALTH  GROUP 

06 

28 

9 

20 

0.00 

0.00 

48.7 

30 

56 

159 

130.8 

1.14 

1.39* 

5.90 

1.66 

1.8 

SUN  HEALTHCARE  GROUP 

12 

13 

12 

9 

0.00 

0.00 

49.1 

-5 

45 

93 

89.2 

-0.43(b)  1.37 

1.84 

1.61 

4.3 

TENET  HEALTHCARE 

05 

22 

13 

15 

0.00 

0.00 

216.6 

15 

79 

454 

85.1 

1.90 

1.46 

1.99 

1.71 

2.3 

UNITED  HEALTHCARE 

12 

43 

20 

22 

0.03 

0.07 

183.6 

-31 

76 

746 

153.9 

1.57 

1.96 

2.72 

2.40 

5.4 

UNITED  WISCONSIN  SERVICES 

12 

26 

16 

28 

0.48 

1.86 

12.6 

18 

19 

57 

46.6 

0.50 

0.94 

0.77 

1.91 

19.4 

VALUE  HEALTH 

12 

18 

12 

13 

0.00 

0.00 

53.4 

-34 

51 

171 

103.1 

-0.51 

1.41 

1.73 

1.62 

7.4 

VENCOR 

12 

32 

12 

18 

0.00 

0.00 

59.2 

-2 

59 

266 

102.4 

0.21 

1.81 

1.06 

2.21 

3.2 

WELLPOINT  HEALTH  NETWORKS 

12 

30 

12 

10 

0.00(c) 

0.00 

66.5 

-37 

16 

94 

29.3 

2.71 

2.97 

3.27 

2.94 

2.7 

(D)  MEDICAL  PRODUCTS 

GROUP  AVERAGE 

43 

10 

25 

0.58 

1.48 

313.2 

18 

61 

631 

78.8 

1.30 

1.83 

1.63 

2.16 

2.9 

ABBOn  LABORATORIES 

12 

56 

6 

23 

0.96 

1.73 

777.7 

32 

47 

1131 

39.4 

2.12 

2.40 

2.73 

2.70 

1.1 

BARD  (C.  R.) 

12 

28 

10 

15 

0.58 

2.43 

57.0 

-13 

70 

284 

70.5 

1.53 

1.86 

1.91 

2.04 

3.4 

BAUSCH  &  LOMB 

12 

37 

15 

18 

1.04 

2.80 

55.5 

-9 

72 

321 

113.9 

1.94 

2.12 

1.25 

2.45 

5.3 

BA)aER  INTERNATIONAL 

12 

43 

14 

20 

1.21 

2.85 

272.4 

2 

66 

807 

83.9 

1.34 

2.09 

1.73 

2.37 

1.7 

BECTON,  DICKINSON 

09 

42 

10 

20 

0.46 

1.10 

124.5 

9 

80 

547 

74.8 

1.80 

2.11* 

2.24 

2.40 

1.7 

BOSTON  SCIENTIFIC 

12 

58 

5 

38 

0.00 

0.00 

177.9 

22 

44 

538 

71.4 

0.05 

1.55 

0.43 

2.12 

2.8 

JOHNSON  &  JOHNSON 

12 

53 

8 

25 

0.76 

1.43 

1332.7 

28 

56 

1478 

40.7 

1.86 

2.16 

2.42 

2.47 

1.2 

MEDTRONIC 

04 

66 

8 

29 

0.38 

0.57 

239.6 

23 

59 

840 

72.4 

1.88 

2.26 

2.86 

2.71 

1.5 

OWENS  &  MINOR 

12 

10 

4 

37 

0.18 

1.74 

31.9 

-16 

55 

80 

48.4 

-0.53 

0.28 

0.21 

0.63 

6.4 

U.S.  SURGICAL 

12 

40 

15 

28 

0.08 

0.20 

62.8 

107 

61 

283 

173.1 

1.05 

1.43 

0.51 

1.70 

3.5 

13  HOUSING  &  REAL 

ESTATE 

INDUSTRY  AVERAGE 

36 

15 

13 

0.55 

1.58 

57.0 

7 

64 

233 

66.3 

1.78 

2.73 

4.04 

3.14 

5.3 

(A)  BUILDING  MATERIALS 

GROUP  AVERAGE 

43 

12 

14 

0.69 

1.57 

77.6 

16 

58 

270 

52.5 

2.13 

3.28 

5.28 

3.63 

4.S 

AMERICAN  STANDARD 

LAFARGE 

MASCO 

OWENS  CORNING 

12 

38 

-5 

16 

0.00 

0.00 

78.2 

39 

46 

127 

53.4 

1.90 

2.42 

NA 

3.07 

4.6 

12 

19 

14 

10 

0.40 

2.08 

69.9 

4 

32 

125 

28.5 

1.88 

1.95 

8.46 

2.34 

3.8 

12 

37 

11 

20 

0.80 

2.19 

160.7 

17 

69 

433 

62.0 

1.25 

1.83 

2.61 

2.17 

4.6 

12 

43 

-11 

9 

0.25 

0.58 

52.0 

-3 

77 

300 

72.1 

4.40(b)  4.68 

6.01 

5.19 

5.4 

PPG  INDUSTRIES 
RPM 

SHERWIN-WILLIAMS 
TECUMSEH  PRODUCTS 

12 

61 

14 

15 

1.28 

2.09 

183.4 

26 

47 

570 

36.8 

3.80 

4.10 

5.96 

4.45 

3.4 

05 

18 

6 

19 

0.52 

2.87 

77.5 

13 

33 

185 

54.1 

0.86(b)  0.97 

1.08 

1.09 

3.7 

12 

57 

16 

21 

0.70 

1.23 

85.8 

40 

63 

425 

39.5 

2.34 

2.65 

3.01 

2.99 

2.3 

12 

59 

42 

1 1 

1.64 

2.80 

21.9 

13 

fin 

199 

70.1 

VULCAN  MATERIALS 
YORK  INTERNATIONAL 

12 

31 

- 1 

8 

0.00 

0.00 

45.7 

5 

82 

145 

74.7 

-0.71 

3.85 

NA 

3.95 

8.4 

12 

62 

25 

13 

1.68 

2.70 

34.7 

7 

58 

179 

24.0 

4.63 

4.97 

6.55 

5.14 

8.2 

12 

53 

17 

16 

0.36 

0.69 

43.3 

12 

75 

281 

62.3 

-2.36 

3.30 

5.46 

3.76 

2.4 
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INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 

1996 
MARKET 

1997  ESTIMATES 

RECENT 
SHARE 

BOOK 

P-E 

1996 

SHRS. 
OUT. 

INSTITUTIONAL 
HOLDINGS 

1996 

l/B/E/S 

BASED 

FROM  ANALYSTS 

VALUE 
PER 

RATIO 
1996 

DIVI- 
DEND 

YIELD 

VALUE 
CHANGE 

TURN- 
OVER 

% 

1995 
ACTUAL 

1996 
ANALYST 
EST. 

ON 

5-YR. 
TREND 

mm 

CON- 
SENSUS 

VARIA- 
TION 

% 

COMPANY 

FY 

PRICE 

SHARE 

EST. 

RATE 

% 

MILS. 

% 

% 

lilt  iiitir  n 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  AVERAGE 

24 

21 

12 

0.31 

1.61 

24.8 

-6 

72 

176 

87.9 

1.23 

1.85 

2.37 

6.5 

CENTEX 

FLEETWOOD  ENTERPRISES 
KAUFMAN  &  BROAD  HOME 
PULTE 

03 
04 
11 
12 

36 
31 
13 
31 

26 
12 
8 
35 

11 
13 
11 
12 

0.20 
0.64 
0.30 
0  24 

0.55 
2.10 
2.33 
0  78 

28.5 
38.1 
38.9 

do. J 

4 
-2 
4 

—d.c. 

74 
77 
66 
58 

234 
280 
235 
209 

101.5 
92.2 
88.3 
78.4 

1.83 
1.50 
0.73 
1.79 

3.14 
2.44 
1.20 
2.47 

3.62 
2.67 
1.13 
2.34 

3.26 
2.63 
1.51 
2,49 

8.6 
4.2 
7.3 
9.6 

RYLAND  GROUP 
U.S.  HOME 
WEBB  (DEL) 

12 
12 
06 

14 
25 
17 

20 
30 
15 

15 
8 
NM 

0.50 
0.00 
0.20 

4.32 
0.00 
1.19 

15.8 
11.4 
17.5 

0 
-13 
-12 

82 
83 
65 

99 
78 
94 

67.8 
119.0 
67.8 

-1.78  0.95 
2.68(b)  3.22 
1.87  -0.44* 

1.26 
2.16 
NA 

1.17 
3.33 
2.20 

6.8 
4.8 

4.1 

14  LEISURE  TIME  INDUSTRIES 


32 

1 1 

n  74. 

U.  /f 

13  /  .O 

1  f 
1  / 

OD 

103.2 

0.74 

1.37 

2.50 

1.77 



6.8 

(A)  EATING  PLACES 

GROUP  AVERAGE 

16 

1 

22 

0.09 

0.38 

166.9 

-3 

49 

330 

86.1 

-0.09 

0.44 

1.09 

0.78 

7.1 

BRINKER  INTERNATIONAL 

06 

19 

8 

42 

0.00 

0.00 

77.3 

23 

74 

200 

73.5 

0.98 

0.44' 

0.78 

0.92 

1.1 

DARDEN  RESTAURANTS 

05 

9 

8 

18 

0.08 

0.93 

157.7 

-28 

69 

357 

76.0 

0.47 

0.49 

0.38 

0.71 

8.5 

FIAG*%TAR 

r  LMuo 1 Mn 

12 

-27 

NM 

0  00 

0  00 

42  4 

—63 

Ic. 

/in 

DZ.U 

"3/17 
-0.4/ 

—2.33 

NA 

-1.48 

2,7 

cnnnMAKFR 

rUUUlTIHI\tt\ 

nQ 
uy 

Q 

J. 

Xo 

n  nn 
u.uu 

n  nn 
u.uu 

OO.O 

OO 

/  o 

-1.77 

0.51  *■ 

NA 

0.56 

21.4 

MCDONALD'S 

12 

47 

12 

21 

0.30 

0.54 

3 

47 

1099 

65.7 

1.97 

2.22 

2.52 

2.55 

2,4 

S  HONEY'S 

10 

8 

-2 

16 

0.00 

0.00 

41.7 

-19 

42 

182 

84.2 

0.27 

0.53 

0.41 

0.75 

10.7 

12 

21 

g 

18 

0  24 

1  12 

112  7 

g 

48 

356 

TIRO 

n  an 
u.yu 

1  .id  1 

I/O 

2.8 

(B)  ENTERTAINMENT 

GROUP  AVERAGE 

56 

27 

71 

0.22 

0.30 

526.5 

21 

43 

922 

70.6 

1.51 

1.16 

1.47 

1.70 

15.6 

DISNEY  (WALT) 

09 

74 

24 

38 

0.44 

0.50 

681.0 

63 

44 

1231 

54.1 

2.50 

1.96* 

2.67 

2.67 

4.9 

VIACOM 

12 

38 

30 

105 

0.00 

0.00 

371.9 

-20 

42 

613 

87.1 

0.41 

0.36 

0.27 

0.72 

26.4 

(C)  HOTEL  &  MOTEL 

GROUP  AVERAGE 

34 

11 

24 

0.09 

0.23 

126.1 

43 

60 

364 

152.3 

1.19 

1.46 

1.60 

1.73 

5.2 

BALLY  ENTERTAINMENT 

12 

29 

6 

33 

0.00 

0.00 

■".1.6 

127 

43 

234 

312.3 

1.34 

0.88 

NA 

1.29 

10.1 

CIRCUS  CIRCUS  ENTERPRISES 

01 

37 

12 

24 

0.00 

0.00 

104.0 

32 

59 

303 

130.2 

1.33 

1.50 

1.54 

2.03 

6.4 

HARRAH'S  ENTERTAINMENT 

12 

18 

7 

14 

0.00 

0.00 

102.9 

-27 

70 

340 

139.1 

0.75 

1.29 

1.35 

1.32 

4.5 

HILTON  HOTELS 

12 

29 

7 

27 

0.30 

1.03 

195.4 

92 

55 

321 

158.3 

0.89 

1.09 

1.21 

1.36 

5.1 

ITT 

12 

45 

26 

21 

0.00 

0.00 

116.4 

-14 

66 

536 

136.3 

1.24 

2.17 

NA 

2.38 

5.9 

MARRIOn  INTERNATIONAL 

12 

55 

10 

25 

0.32 

0.57 

128.0 

49 

47 

437 

54.4 

1.87 

2.23 

2.59 

2.61 

1.9 

MIRAGE  RESORTS 

12 

24 

7 

23 

0.00 

0.00 

184.5 

41 

59 

380 

125.4 

0.89 

1.05 

1.30 

1.15 

2.5 

(D)  OTHER  LEISURE 

GROUP  AVERAGE 

35 

14 

18 

0.45 

1.27 

112.0 

12 

61 

354 

90.0 

0.83 

1.85 

3.85 

2.34 

6.1 

AMERICAN  GREETINGS 

02 

28 

17 

13 

0.68 

2.41 

74.8 

2 

81 

355 

146.9 

1.54 

2.24 

2.21 

2.45 

2.0 

BRUNSWICK 

12 

26 

12 

14 

0.50 

1.95 

98.3 

7 

57 

321 

61.4 

1.39 

1.84 

3.02 

2.13 

2.8 

CARNIVAL 

11 

32 

10 

17 

0.44 

1.39 

294.3 

34 

35 

374 

34.5 

1.59 

1.90 

2.13 

2.13 

1.9 

EASTMAN  KODAK 

12 

81 

15 

18 

1.60 

1.97 

333.0 

17 

58 

1114 

53.3 

3.67 

4.43 

13.55 

5.07 

2.6 

HARLEY-DAVIDSON 

12 

44 

8 

23 

0.24 

0.54 

75.5 

55 

54 

298 

95.4 

1.48 

1.89 

2.35 

2.20 

2.3 

HARMAN  INTERNATIONAL  INDUSTRIES 

06 

51 

24 

16 

0.20 

0.39 

18.6 

48 

86 

197 

122.6 

2.59 

3.16* 

6.82 

3.54 

0.8 

HASBRO 

12 

41 

18 

18 

0.40 

0.97 

86.2 

31 

55 

348 

142.7 

1.76 

2.31 

2.59 

2.69 

2.6 

IMATION 

,12 

30 

26 

31 

0.00 

0.00 

41.9 

NA 

8 

93 

NA 

-2.03 

0.99 

NA 

1.84 

10.9 

MAHEL  12  31  5  21  0.24  0.78  270.3  23  74  519  54.5  1.26      1.46  1.52  1.70  1.8 

MUSICLAND  STORES  12  2  4  NM  0.00  0.00  34.3  -55  43  49  135.0  -4.00    -0.17  NA  0.00  NM 

OUTBOARD  MARINE  09  15  12  NM  0.40  2.45  20.1  -20  80  189  115.5  2.33(b) -0.36*  NA  0.93  38.7 

POLAROID  12  43  15  20  0.60  1.41  45.5  -10  86  285  85.8  -3.09     2.11  1.12  3.16  5.7 

ROYAL  CARIBBEAN  CRUISES  12  26  15  12  0.56  2.15  63.4  18  NA  NA  11.2  2.35     2.24  3.04  2.56  0.8 


15  MANUFACTURING  

INDUSTRY  AVERAGE   1°  _  _  11  _       _  0.57      1.40_    8_1.1_  _  _19  _  _  fl  _  _  299   _  99._2_  _  _2.0_9_    2^5_0_  _  3._60_  2.83  6^2_ 

(A)  GENERAL  MANUFACTURING 

GROUP  AVERAGE  47      14     18     0.75      1.52_    91.5      19      57      318   _  69.0  _ _2^0_0__  2J5_7_ _3._19  _3.05__  4^1_ 

ALLlAVrTiCHSYifEMs"" "  Os' "54"""  15 " "  12  " 'o'.Oo" 0700       12.2        0      50        97       33.0     4.43     4.44     4.27     4.97  2.6 

AVERY  DENNISDN  12       71       16      22      1.20       1.70       52.2      39      59      419       53.0      2.70     3.28     4.12     3.73  2.1 

CORNING  12       41         9      27     0.72       1.78     230.0      27      61       540       52.6    -0.23      1.51      1.39     1.80  3.3 

DURACELL  INTERNATIONAL  _      05      67__    12     33_     1-16      174__11_9^4___29___  50___372_  J09^4__  J^9_5___2^^^^^ 

EXIDE  "03       26    'ir"~14  "'o"'.08'""o"3'i       2I3T9"" " -44  " "  56 " "  ~1 08     208.1      0.05      1.85     0.04     2.79  21.5 

FIRST  BRANDS  06       29       10      19     0.25       0.87       40.8      18      79      202       79.9      1.01      1.53*    1.42     1.75  1.1 

FOAMEX  INTERNATIONAL  12       17        0-    15     0.00       0.00       25.3     121       35        46     149.2    -2.01      1.08       NA     1.39  7.2 

HARSCO  12       70       27      15      1.52    .  ZJl8___2jl£__  1^9___  54___241  ___33J___3£6___472__  4Jj__5.2^ 

■  HTLLE'NBRANYlNDUSTRlEi  rr""37""  lo""l9  ""o".52'"'ir6i""'68"9'""7""35'""l7r  24.2  1.27  1.99  1.74  2.20  1.8 
ILLINOIS  TOOL  WORKS  12  86  18  22  0.76  0.89  123.9  52  68  534  33.7  3.29  3.89  4.51  4.38  3.0 
JOHNSON  CONTROLS  09  78  32  15  1.64  2.12  41.4  14  58  375  51.6  4.27  1)  5.10  6.02  5.76  2.8 
MARK  IV  INDUSTRIES  02       22       13      13     0.14(d)  0.64       60.0      H  _  _  65      _171  _  _  _42^9_  __M_6pJ  _K6_6_  _  j^95_  _  1.88___6Jl_ 

■  MlNNVsOTA'MININGgTMF'GT  '12' " '84" "  "li "ii "  T.96" 2734" '^IsTo" 'ie" "  63  929  4'l.3  3.11  3.51  3.67  4.11  1.5 
NEWELL  12  31  9  19  0.56  1.81  158.8  20  65  484  54.6  1.41  1.61  1.76  1.85  1.1 
PARKER-HANNIFIN  06  41  19  13  0.72  1.77  74.3  19  78  380  74.8  2.96  3.23  3.57  3.36  3.6 
POLARIS  INDUSTRIES  12       22        5      10     0.60       2.74       27.3     -26  _  _  23   _  jOO  _  _  J6^5_  _  ^J_9__  2^2_4_  _  3^63__2.33__ 

■rUBbYrMAID  ir''i4'"'r"23''Y.60""2.'50'"4Y8""-10""'4r"40r    66.0     0.38      1.06     0.73     1.31  5.3 

TRINOVA  12       37       15      11      0.80       2.19       28.1      24       74      232       58.7      3.20     3.2       7.74     3.51  6.3 

TUPPERWARE  12       53        4      20     0.88       1.66       62.2      NA      67      237         NA      2.69     2.71        NA     3.09  3.6 
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EARNINGS  PER  SHARE 

199G 
MARKET 

1997  ESTIMATES 

BOOK 

P-E 

1996 

1996 

l/B/E/S 

BASED 

FROM  ANALYSTS 

RECENT 

VALUE 

RATIO 

OIVI- 

SHRS. 

VALUE 

in^iuiuiiunAL 

TURN- 

1996 

ON 

l/B/E/S 

VARIA- 

SHARE 

PER 

1996 

DEND 

YIELD 

OUT. 

CHANGE 

HOLDINGS 

OVER 

1995 

ANALYST 

5-YR. 

CON- 

TION 

COMPANT 

FY 

PRICE 

SHARE 

EST. 

RATE 

% 

MILS. 

% 

% 

NIIMRFR 

% 

ACTUAL 

EST. 

TREND 

SENSUS 

% 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  AVERAGE 

34 

13 

16 

0.51 

1.57 

50.3 

28 

59 

230 

59.5 

1.84 

2.17 

2.88 

2.52 

4.7 

BLACK  &  DECKER 

12 

38 

15 

16 

0.48 

1.27 

87.7 

9 

81 

411 

102.2 

2.33 

2.42 

3.15 

2.65 

2.6 

CINCINNATI  MILACRON 

12 

21 

10 

12 

0.36 

1.74 

39.9 

-8 

69 

211 

76.8 

3.04 

1.73 

3.47 

2.01 

9.5 

DANAHER 

12 

45 

13 

21 

0.10 

0.22 

58.5 

41 

38 

228 

24.5 

1.77 

2.13 

4,13 

2.42 

1.7 

KENNAMETAL 

06 

36 

17 

14 

0.68 

1.88 

26.7 

14 

74 

219 

87.9 

2.58 

2.62' 

2.55 

3  01 

3  3 

LINCOLN  ELECTRIC 

12 

32 

15 

11 

0.48 

1.50 

24.9 

28 

4 

27 

7.8 

2.63 

2.92 

4,63 

3.18 

3.1 

SNAP-ON 

12 

36 

13 

17 

0.80 

D  1 

91 
£.  I 

72 

326 

46  4 

1.84 

2.12 

2.37 

2.41 

2.9 

CDY 

Or  A 

12 

32 

12 

19 

0.40 

1.26 

14,6 

103 

67 

98 

75.6 

-0.10 

1.70 

1.52 

2.44 

9.0 

STANLEY  WORKS 

12 

30 

9 

17 

0.74 

2.51 

88.9 

15 

68 

323 

54.8 

0.67 

1.74 

1.24 

2.05 

5.8 

(C)  SPECIAL  MACHINERY 

GROUP  AVERAGE 

42 

15 

16 

0.53 

1.37 

93.5 

20 

70 

373 

2.67 

2.96 

5.17 

3.18 

9.0 

AGCO 

12 

28 

13 

11 

0.04 

0.14 

57.1 

24 

83 

240 

134.7 

2.30(b)  2.44 

4.50 

2.97 

4.4 

APPLIED  MATERIALS 

10 

38 

13 

12 

0.00 

0.00 

179.8 

-3 

60 

598 

535.6 

2.56 

3.27* 

7.26 

1.85 

12.4 

BRIGGS  &  STRATTON 

06 

41 

17 

13 

1.08 

2.61 

28.9 

-5 

65 

295 

48.1 

3.62 

3.19- 

5.04 

3.70 

2.4 

CASE 

12 

53 

24 

12 

0.20 

0.38 

73.2 

18 

86 

393 

129.3 

4.72 

4.47 

NA 

4.96 

5.3 

CATERPILLAR 

12 

79 

21 

11 

1.60 

2.02 

191.5 

33 

68 

668 

91.7 

5.72 

5.92 

9.03 

7.16 

6.7 

COLTEC  INDUSTRIES 

12 

19 

-6 

19 

0.00 

0.00 

67.7 

54 

92 

112 

69.5 

1.02 

0.97 

1.01 

1.28 

3.9 

DEERE 

10 

45 

13 

14 

0.80 

1.79 

258.3 

25 

77 

741 

84.1 

2.71 

3.14* 

10.29 

3.50 

6.5 

DOVER 

12 

53 

13 

18 

0.68 

1.27 

112.5 

43 

64 

519 

51.2 

2.45 

2.92 

3.55 

3.21 

2.2 

DRESSER  INDUSTRIES 

10 

33 

9 

23 

0.68 

2.08 

175.7 

29 

74 

499 

80,9 

1.17 

1.44 

1.76 

1.70 

3.5 

FMC 

12 

77 

22 

14 

0.00 

0.00 

37.1 

16 

67 

278 

59.1 

5.72 

5.65 

5.18 

6.59 

3.9 

HARNISCHFEGER  INDUSTRIES 

10 

44 

14 

18 

0.40 

0.90 

47.5 

36 

78 

338 

122.3 

1.99 

2.42* 

1.70 

3.82 

6.3 

IMRPR^ni  1  PANn 

inucnoULL-imnu 

12 

47 

18 

15 

0.82 

1.76 

109.3 

33 

67 

480 

62.5 

2.55 

3.15 

3  59 

A  7 

LAM  RESEARCH 

06 

36 

20 

8 

0.00 

0.00 

30.5 

-13 

50 

170 

948.9 

3.05(b)  4.57- 

8.27 

1.09 

35.8 

McDERMOTT  INTERNATIONAL 

03 

18 

12 

NM 

1.00 

5.63 

54.7 

-19 

68 

247 

123.0 

0.23 

-0.52 

NA 

0  76 

48  7 

PFNTAIR 
rcn  1  Hiiv 

12 

29 

13 

17 

0.50 

1.72 

37.6 

18 

56 

163 

58.0 

1.41(b)  1.72 

1.80 

2  05 

2  4 

STEWART  &  STEVENSON  SERVICES 

01 

25 

14 

23 

0.34 

1.37 

33.1 

-2 

65 

180 

203.8 

1.87 

1.10 

1.63 

1.82 

9.9 

TIMKEN 

12 

46 

28 

11 

1.20 

2.63 

31.3 

19 

65 

251 

72.1 

3.60 

4.29 

16.29 

4.78 

0.8 

TYCO  INTERNATIONAL 

06 

55 

14 

27 

0.20 

0.37 

156.6 

58 

80 

525 

46.8 

1.44 

2.03* 

1.85 

l.O 

(D)  TEXTILES 

GROUP  AVERAGE 

21 

13 

28 

0.29 

0.98 

56.5 

7 

53 

134 

59.7 

1.15 

1.23 

1.53 

1  "lA 
l./H 

BURLINGTON  INDUSTRIES 

09 

11 

10 

16 

0.00 

0.00 

62,6 

-17 

78 

138 

39.5 

1.05 

0.65- 

0.62 

1.17 

5.1 

COLLINS  &  AlKMAN 

01 

6 

-3 

8 

0.00 

0.00 

67.6 

-12 

16 

42 

10.2 

3.23 

0.80 

NA 

0.93 

4.3 

FIELOCREST  CANNON 

12 

14 

24 

103 

0.00 

0.00 

9.1 

-12 

64 

71 

113.0 

-2.28 

0.14 

0.39 

1.47 

15.0 

MOHAWK  INDUSTRIES 

12 

24 

9 

17 

0.00 

0.00 

34.4 

58 

50 

85 

121.2 

0.19 

1.40 

0.74 

1.67 

6.0 

SHAW  INDUSTRIES 

12 

12 

5 

17 

0.30 

2.55 

137.1 

-20 

56 

170 

61.3 

0.47 

0.68 

0.87 

0.89 

7.9 

SPRINGS  INDUSTRIES 

12 

47 

39 

12 

1.32 

2.84 

20.1 

12 

40 

250 

33.1 

3.71 

3.73 

5.08 

4.33 

4.9 

UNIFI 

05 

30 

9 

26 

0.44 

1.45 

64.5 

35 

65 

180 

39.7 

1.67 

1.18* 

1.47 

1.74 

1.7 

16  METALS  &  MINING 


INDUSTRY  AVERAGE  27      19      19     0.52      1.54      71.5      -8      58      247      90.3     3.06     1.62    3.42     2.11  78.9 


(A)  ALUMINUM 

GROUP  AVERAGE 

42 

24 

22 

0.58 

0.94 

88.4 

3 

65 

363 

109.6 

3.70 

1.84 

5.49 

3.42 

55.9 

ALUMAX 

12 

32 

36 

15 

0.00 

0.00 

45.0 

6 

85 

230 

130.5 

4.33(b)  2,04 

NA 

3.11 

34.4 

ALUMINUM  CO.  OF  AMERICA 

12 

64 

25 

18 

0.90(c) 

1.41 

173.4 

18 

75 

740 

114.9 

4.43 

3.59 

8.47 

5.39 

31.5 

KAISER  ALUMINUM 

12 

11 

1 

NM 

0.00 

0.00 

71.6 

-19 

20 

76 

55.8 

0.69 

-0.17 

NA 

1.13 

112.4 

REYNOLDS  METALS 

12 

50 

33 

32 

1.40 

2.35 

63.7 

5 

80 

404 

137,4 

5.35 

1.88 

2.51 

4.05 

45.3 

(B)  STEEL 

GROUP  AVERAGE 

20 

15 

18 

0.33 

1.30 

58.9 

-13 

55 

178 

78.8 

2.55 

1.23 

2.62 

1.62 

91.4 

AK  STEEL  HOLDING 

12 

38 

28 

8 

0.80 

2.10 

25.3 

13 

70 

131 

120.8 

8.14(b)  4.96 

NA 

4.77 

16.4 

ARMCO 

12 

5 

-4 

NM 

0.00 

0.00 

105.5 

-23 

68 

190 

45.8 

0.05 

-0.08 

NA 

0.50 

26.0 

BFFHLEHEM  STEEL 

12 

9 

11 

26 

0.00 

0.00 

111.7 

-35 

70 

252 

168.4 

1.24 

0.35 

NA 

0.41 

178.0 

COMMERCIAL  METALS 

08 

32 

21 

11 

0.52 

1.53 

15,1 

30 

43 

102 

25.9 

2.52 

3.01* 

4.13 

3.19 

5.0 

INUND  STEEL  INDUSTRIES 

12 

19 

17 

16 

0.20 

1.07 

48.7 

-25 

71 

228 

88.1 

2.69 

1.17 

NA 

1.41 

46.1 

LTV 

12 

11 

14 

11 

0.12 

1.12 

105.3 

-22 

65 

167 

81.8 

1.79 

0,94 

1,95 

0,82 

73.2 

LUKENS 

12 

18 

18 

NM 

1.00 

5.44 

14.8 

-36 

69 

108 

96.3 

2.05(b)  -0.78 

NA 

0,55 

53.6 

NATIONAL  STEEL 

12 

9 

12 

43 

0.00 

0.00 

43.3 

-27 

39 

57 

34.0 

2.21 

0,22 

NA 

0.79 

259.5 

NUCOR 

12 

54 

17 

21 

0.32 

0.59 

87.7 

-5 

62 

497 

73.7 

3.14 

2,64 

4,79 

3,39 

11.5 

ROUGE  STEEL 

12 

22 

19 

13 

0.12 

0.55 

21.9 

-8 

29 

31 

14.3 

4.37 

1,53 

1,87 

1.65 

55.8 

USX-U.S.  STEEL  GROUP 

12 

30 

17 

13 

1.00 

3.32 

84.4 

0 

63 

316 

112.3 

3.43(b)  2.30 

NA 

3.10 

41.3 

WEIRTON  STEEL 

12 

3 

5 

NM 

0.00 

0.00 

42.6 

-36 

27 

50 

52.0 

1.26 

-0.60 

NA 

0.19 

405.3 

WHX 

12 

9 

30 

18 

0.00 

0.00 

25.4 

-7 

47 

83 

121.9 

1.79(b)  0.51 

1,69 

0.73 

91.8 

WORTHINGTON  INDUSTRIES 

05 

20 

7 

20 

0.48 

2.42 

90.8 

-i 

49 

276 

67.3 

1,01 

0.98 

1,29 

1.24 

6.5 

(C)  OTHER  METALS 

GROUP  AVERAGE 

39 

27 

20 

1.13 

2.94 

98.6 

0 

59 

375 

111.4 

4.19 

2.75 

3.57 

2.51 

57.8 

ASARCO 

12 

27 

40 

15 

0.80 

2.94 

42.8 

-14 

64 

276 

161.9 

4.00 

1.85 

3.07 

1.45 

120.7 

CYPRUS  AMAX  MINERALS 

12 

25 

26 

18 

0.80 

3.23 

93.2 

-5 

54 

361 

88.2 

1.13(b)  1.40 

1.73 

1.46 

51.0 

FREEPORT-McMORAN  COPPER  8.  GOLD 
PHELPS  DODGE 

12 

32 

2 

37 

0.90 

2.86 

193.2 

9 

46 

333 

30.0 

0.98 

0,86 

0.79 

1.07 

20.6 

12 

73 

42 

11 

2.00 

2.75 

65.0 

11 

72 

530 

165.4 

10.65 

6.89 

8.69 

6.07 

29.0 
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INVESTMENT  OUTLOOK  SCOREBOARD 


COMPANY 

17  NONBANK  FINANCIAL 


BOOK  P-E 

RECENT    VALUE  RATIO 

SHARE      PER  1996 

PRICE    SHARE  EST. 


1996 
DIVI- 
DEND 
RATE 


YIELD 
% 


SHRS. 
OUT. 
MILS, 


1996 
MARKET 
VALUE 
CHANGE 


EARNINGS  PER  SHARE  

1997  ESTIMATES 


INSTITUTIONAL 
HOLDINGS 
%  NUMBER 


1996 
TURN- 
OVER 
% 


1/6/E/S  BASED 


1996 


ON 


1995    ANALYST  5-YR. 


FROM  ANALYSTS 
l/B/E/S  VARIA- 
CON- 


ACTUAL     EST.      TREND  SENSUS 


TION 
% 


INDUSTRY  AVERAGE 

51 

29 

16 

0.85 

1.68 

121.4 

26 

57 

330 

67.1 

3.26 

3.71 

4.17 

4.21 

4.6 

(A)  FINANCIAL  SERVICES 

GROUP  AVERAGE 

51 

20 

14 

0.85 

1.59 

183.3 

33 

59 

417 

73.9 

2.75 

3.86 

4.32 

4.01 

5.5 

ALEXANDER  &  ALEXANDER 

12 

15 

11 

18 

0,10 

0.69 

43.4 

-26 

66 

205 

44  2 

1.44 

0.82 

1  nn 

u.yy 

15.2 

AMERICAN  EXPRESS 

12 

52 

17 

15 

0.90 

1 J2 

473.5 

24 

60 

960 

62.3 

3.11 

3.58 

1 .7 

ASSOCIATES  FIRST  CAPITAL 

12 

48 

15 

20 

0,40 

0]S3 

346!? 

NA 

15 

202 

NA 

NA 

2.48 

NA 

2.95 

1.0 

BEAR  STEARNS 

06 

28 

20 

8 

0.60(d) 

2.18 

116.9 

37 

57 

279 

64.6 

1,62 

3,43" 

3.58 

3.05 

5.2 

BENEFICIAL 

12 

62 

29 

11 

2.08 

3.35 

53.7 

34 

70 

349 

72.6 

2.72 

5.45 

4  51 

l.D 

BLOCK  (H&R) 

04 

29 

8 

25 

1.28 

4.38 

104,0 

-28 

63 

452 

140.7 

1,67 

1.18 

1  20 

1  "JA 

CAPITAL  ONE  FINANCIAL 

12 

36 

11 

16 

0,32 

0^89 

66.2 

51 

58 

222 

80!l 

1,90 

2.30 

2^45 

2.78 

1.4 

COUNTRYWIDE  CREDIT  INDUSTRIES 

02 

29 

14 

12 

0.32 

1.11 

102,7 

34 

77 

206 

109.9 

1.95 

2.42 

2.48 

2.73 

3.7 

DEAN  WITTER,  DISCOVER 

12 

68 

31 

12 

0.88 

1.29 

161.3 

39 

55 

566 

68,3 

4.88(b)  5.49 

6,87 

6  40 

1  7 
i./ 

DONALDSON,  LUFKIN  &  JENRETTE 

12 

36 

25 

8 

0.50 

1^40 

53^3 

14 

57 

89 

28!o 

3.08 

4.27 

NA 

3^90 

8.7 

EDWARDS  (A.  G.) 

02 

31 

18 

10 

0.64 

2.05 

62.8 

30 

46 

242 

58,4 

2.65 

3.17 

3.20 

2.94 

6.8  ' 

EQUIFAX 

12 

33 

2 

27 

0.33 

1.01 

145,4 

51 

54 

386 

58,5 

0.98 

1.21 

1.59 

1.44 

2.1 

FANNIE  MAE 

12 

41 

10 

17 

0.75 

1.84 

1067.4 

30 

77 

1322 

61,9 

1.96 

2,48 

2.69 

2.80 

0.7 

FEDERAL  HOME  LOAN  MORTGAGE 

12 

114 

33 

17 

1.40 

1.23 

178.8 

37 

76 

728 

59.7 

5,69 

6.60 

7.96 

7.65 

1.2 

FIRST  AMERICAN  FINANCIAL 

12 

37 

28 

9 

0.72 

1,97 

11.4 

37 

53 

71 

40.5 

0.67 

4.29 

3.40 

3.99 

20.1 

FIRST  USA 

06 

33 

9 

18 

0,24 

0.73 

121.0 

50 

83 

311 

145,2 

1.37 

1.85* 

7.11 

2.30 

2.2 

HOUSEHOLD  INTERNATIONAL 

12 

95 

27 

18 

1.56 

1.65 

96.8 

59 

66 

499 

67.2 

4.31 

5.28 

7.07 

6.43 

2.0 

LEHMAN  BROTHERS  HOLDINGS 

11 

29 

32 

10 

0.20 

0.69 

100,0 

31 

56 

264 

91,8 

1.76 

3.06 

NA 

2,91 

8.2 

MARSH  &  Mclennan 

12 

113 

24 

18 

3,60 

3.18 

71.7 

26 

67 

479 

50.2 

5.53 

6,24 

6.62 

6,89 

2.0 

MERRILL  LYNCH 

12 

80 

36 

11 

1.20 

1.50 

165.6 

52 

50 

504 

106,9 

5,44 

7,55 

8.30 

6.95 

7.3 

MORGAN  STANLEY  GROUP 

11 

60 

31 

10 

0.70 

1.16 

152,4 

46 

40 

438 

68.5 

3.33(b)  6.04 

4.78 

5.32 

6.2 

PAINEWEBBER  GROUP 

12 

27 

16 

8 

0.48 

1.77 

93.0 

30 

39 

142 

47,8 

0.52(b)  3.27 

1.03 

2.88 

7.3 

SALLIE  MAE 

12 

96 

15 

14 

1.60 

1.66 

54,5 

37 

92 

355 

120,0 

5.34 

6.66 

7.08 

7,32 

1.9 

SALOMON 

12 

46 

40 

7 

0.64 

1,40 

109.0 

32 

47 

405 

82.1 

3,50(b)  6,77 

5,93 

4.83 

12.8 

SCHWAB  (CHARLES) 

12 

30 

4 

23 

0.20 

0,66 

175.1 

51 

38 

275 

62.9 

0,97 

1.29 

1.80 

1.49 

6.7 

TRAVELERS  GROUP 

12 

45 

18 

14 

0.45 

1.00 

639.6 

45 

66 

885 

56.3 

2.43 

3.26 

3.79 

3.61 

4.2 

(B)  INSURANCE 


GROUP  AVERAGE 

53 

35 

16 

0.91 

1.79 

97.7 

20 

54 

303 

AETNA 

12 

72 

67 

16 

0.80 

1.11 

150,9 

37 

75 

855 

AFLAC 

12 

42 

15 

17 

0.40 

0.96 

138,7 

41 

49 

341 

ALLMERICA  FINANCIAL 

12 

33 

33 

12 

0.20 

0.60 

50,1 

23 

38 

149 

ALLMERICA  PROPERTY  &  CASUALTY 

12 

29 

24 

13 

0.16 

0,55 

61,9 

10 

85 

103 

ALLSTATE 

12 

60 

28 

17 

0.85 

1.41 

445.5 

46 

74 

823 

AMERICAN  BANKERS  INSURANCE  GROUP 

12 

49 

28 

12 

0.80 

1.64 

20.4 

26 

65 

185 

AMERICAN  FINANCIAL  GROUP 

12 

36 

25 

22 

1,00 

2.78 

61,0 

19 

31 

153 

AMERICAN  GENERAL 

12 

41 

25 

13 

1,30 

3.16 

205.4 

19 

66 

496 

AMERICAN  INTERNATIONAL  GROUP 

12 

115 

45 

19 

0.40 

0.35 

469,4 

23 

49 

1297 

AMERICAN  NATIONAL  INSURANCE 

12 

75 

91 

12 

2.52 

3.35 

26,5 

13 

20 

92 

AMERICAN  STATES  FINANCIAL 

12 

27 

20 

11 

0.84 

3.07 

60,1 

NA 

8 

32 

AON 

42 

61 

25 

18 

1.44 

2.37 

108,3 

22 

49 

321 

BANKERS  LIFE  HOLDING 

12 

25 

20 

9 

0.60 

2,44 

49.3 

19 

5 

54 

BERKLEY  (W.R.) 

12 

53 

44 

15 

0.52 

0.99 

19.7 

-5 

70 

145 

CHUBB 

12 

54 

31 

15 

1.08 

1.99 

174.0 

12 

66 

640 

CIGNA 

12 

141 

93 

11 

3,20 

2.26 

75.2 

35 

85 

614 

CINCINNATI  FINANCIAL 

12 

60 

52 

17 

1.48 

2.46 

55.8 

-3 

33 

158 

CNA  FINANCIAL 

12 

108 

106 

11 

0.00 

0.00 

61.8 

-5 

97 

120 

CONSECO 

12 

55 

18 

15 

0.25 

0.45 

41,9 

84 

77 

180 

EQUITABLE 

1? 

25 

18 

12 

0.20 

0.81 

185,5 

4 

22 

195 

EVEREST  REINSURANCE  HOLDINGS 

12 

28 

19 

13 

0.12 

0.43 

50.5 

20 

82 

211 

FIRST  COLONY 

12 

36 

26 

14 

0.46 

1.28 

49.3 

42 

56 

182 

GENERAL  RE 

12 

169 

83 

16 

2.04 

1.21 

78.3 

4 

81 

701 

in  HARTFORD  GROUP 

I? 

68 

35 

15 

1.60 

2.34 

117,3 

42 

68 

497 

JEFFERSON-PILOT 

12 

58 

31 

16 

1.44 

2,47 

70,7 

24 

38 

342 

JOHN  ALDEN  FINANCIAL 

12 

18 

18 

10 

0.48 

2,72 

24,6 

-15 

58 

113 

LIBERTY  FINANCIAL 

12 

35 

34 

11 

0.60 

1,70 

28,4 

20 

7 

42 

12 

54 

41 

13 

1.84 

3.42 

104,4 

0 

61 

418 

LOEWS 

12 

93 

73 

11 

1.00 

1.08 

115.0 

16 

45 

480 

OHIO  CASUALTY 

12 

34 

30 

22 

1.60 

4.71 

35.2 

-13 

50 

140 

OLD  REPUBLIC  INTERNATIONAL 

12 

27 

21 

12 

0.44 

1.62 

86.5 

25 

70 

229 

17 

0.24 

0.76 

45,0 

52 

10 

49 

PROGRESSIVE 

12 

70 

22 

18 

0.24 

0,34 

71,4 

41 

60 

233 

PROVIDENT 

12 

42 

33 

14 

0,72 

1.72 

45,6 

24 

59 

159 

PROVIDIAN 

12 

54 

31 

12 

1,00 

1.87 

93.3 

30 

63 

438 

RELIANCE  GROUP  HOLDINGS 

12 

9 

5 

90 

0.32 

3.56 

114.1 

5 

33 

118 

relIastar  financIaI 

"  T2" 

56" 

34 

12 

i.r2" 

2.o'l 

36.6 

"27" 

"55' 

"246 

SAFECO 

12 

42 

31 

14 

1.16 

2,79 

126,1 

21 

60 

406 

ST.  PAUL 

12 

59 

46 

13 

1.76 

2,99 

83,2 

5 

76 

459 

93 

64 

328 

TIG  HOLDINGS 

12 

31 

20 

12 

0.20 

0.66 

56.3 

0 

83 

174 

TORCHMARK 

12 

52 

22 

12 

1.16 

2.23 

70.4 

13 

59 

335 

TRANSAMERICA 

12 

79 

50 

13 

2.00 

2.52 

66.7 

7 

53 

358 

53.0     3.72     3.83    4.28    4.50  4.0 


132.9 
44.2 
43.9 
10.8 

5078 
86.6 
28.8 
__36,5 

35,6 
10.1 
NA 
39.9 

13.4 
95.2 
67.2 
75.8 

22.9 
8.9 
259.8 
39.1 

86.9 
75.2 
86.8 
82.4 

~  32.1 
104.8 
9,8 
38,2 

46,3 
36,9 
37,4 
27,4 


4,16 
2.33 
2.91 
2,2_8 

4.24 
3.48 
3.87 
2.6_6 

5.30 
7,79 
2,97 
2,57 

2,46 
2.86 
3,93 
2.86 


4.39 
2.41 
2.75 
2.17 

3.63 
4.06 
1.64 
3.19 

5.9~5 
6.40 
2.39 
3.33 

2.78 
3.60 
3.64 
12.81 


3.99  3.47 
12.14  9.99 
4,26(b)  3.62 
1.68(b)  2.08 


0,01 
3,00 
9.92 
4,77 

"  3T55" 
0.20 
2.64 
4.63 

T4T98 
2,67 


2.11 
2.61 
10.66 
4,43 

"3772 
1,84 
3.23 
4.06 

"  874~7 
1.53 


2.28(b)  2.32 
1,90  1.86 


4.15 
3.21 
NA 
3.02_ 

4.35 
4.12 
0.91 
3.03_ 

6.76 
8,25 
NA 
3.41 

3.21 
2.90 
3.61 
7.32 

4.14 
5.22 
4.46 
2.58 

NA 
2.75 
11.19 
NA 

"4722 

0,62 
NA 
4.99 

"8767" 
1,76 
2,40 
1,98 


5,66 
2.79 
3.17 
2,50 

4.81 
4.50 
3.68 
3.63 

6.70 
6.85 
2,94 
4.19 

i.oi 

4.28 
4.18 
13.66 

4.21 
11.30 
4.96 
2.35 

'2.45 
2.88 
11.72 
_6.10 

4.18 
2,53 
3,58 
4,57 

"10,05 
3.06 
2,58 
2,05 


37.5 

3.26 

3.98 

37.1 

2,27 

2.96 

2.73 

3.55 

53,4 

3,60 

4.53 

4,46 

4,99 

45,8 

0,83 

0.10 

0,10 

1,00 

47.9 

"4, 10(b)  4,56 

"5,96 

"5.12 

67.9 

3.17 

3.07 

3.48 

3.30 

60.6 

5.99 

4,53 

5.25 

5,63 

72.6 

1,42 

1,95' 

2,70 

2,44 

84,9 

39,8 

3,80 

4.35 

4.44 

4.75 

47  1 

6,58 

6.23 

11.38 

7.21 

5.1 
1.4 
2.5 
9.6 

4.6 
NM 
2.2 
2,5 

"~l75 
1.0 
6.1 

5.3 

'3.6 
2.8 
2.4 
2.9 

3.8 
4.9 
3.6 
4.3 

2.4 
1.7 
1.6 
7.2 

"2.9 
10.3 
1.1 
3.9 

~"l73" 
7.2 
3.5 
13.2 

'4,8 
5.4 
0.6 
NM 

"2.1 
3.0 
3.4 
3.7 

"4.9 
1.9 
2.6 
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INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1997  ESTIMATES 


COMPANY 

FY 

RECENT 
SHARE 
PRICE 

300K 
VALUE 
PER 
SHARE 

P-E 
RATIO 
1996 
EST 

1996 
DIVI- 
DEND 
RATE 

YIELD 
% 

SHRS. 
OUT. 
MILS 

1996 
MARKET 

VALUE 
CHANGE 
% 

INSTITUTIONAL 
HOLDINGS 
%  NUMBER 

1996 
TURN- 
OVER 

% 

1995 
ACTUAL 

l/B/E/S 
1996 
ANALYST 
EST. 

BASED 
ON 
5-YR. 
TREND 

FROM  ANALYSTS 
VtUJi  VARIA- 
CON-  TION 
SENSUS  % 

TRANSATLANTIC  HOLDINGS 

1  o 

0  48 

0.60 

23.0 

9 

/D 

37.0 

5.75 

6.15 

7.28 

6.97 

2.4 

TRAVELERS/AETNA  PROPERTY  CASUALTY 

12 

35 

14 

17 

o!30 

o!87 

AOO'.I 

NA 

10 

131 

NA 

1.06 

2.08 

NA 

2.59 

4.2 

20TH  CENTURY  INDUSTRIES 

12 

15 

5 

11 

0.00 

0.00 

51.5 

-25 

28 

115 

28.5 

0.88 

1.33 

0.94 

1.35 

10.4 

UNITRIN 

12 

53 

39 

16 

2.20 

4.13 

37.3 

7 

24 

106 

28.0 

3.73 

3.35 

3.60 

3.72 

4.3 

UNUM 

12 

31 

27 

1.10 

1.55 

73.1 

30 

70 

399 

54.8 

3.87 

4.16 

3.75 

4.90 

3.5 

USF&G 

12 

20 

13 

15 

0^20 

LOO 

ue^o 

15 

59 

324 

80^6 

1.53(b)  1.36 

2^90 

1.59 

5.0 

USLIFE 

12 

31 

34 

10 

0.99 

3.20 

34.4 

3 

69 

267 

61.5 

3.03 

3.19 

3.61 

3.47 

2.0 

(C)  SAVINGS  &  LOAN 

GROUP  AVERAGE 

37 

22 

19 

0.56 

1.36 

71.8 

38 

68 

234 

111.7 

2.15 

2.63 

2.99 

3.21 

5.2 

AHMANSON  (H.F.) 

12 

33 

23 

16 

0.88 

2.57 

105.5 

14 

88 

347 

121.1 

3.39 

2.05 

2.58 

2.74 

9.1 

CAL  FED  BANCDRP 

12 

24 

13 

12 

0.00 

0.00 

49.4 

55 

62 

149 

131.3 

1.36 

2.03 

NA 

2.29 

5.2 

CHARTER  ONE  FINANCIAL 

12 

44 

19 

13 

0.92 

2.12 

46.8 

48 

62 

216 

137.1 

0.70 

3.43 

2.22 

3.90 

2.3 

DIME  BANCORP 

12 

16 

9 

14 

0.00 

0.00 

105.3 

45 

56 

189 

88.3 

0.57 

1.10 

1.23 

1.32 

5.3 

GLENDALE  FEDERAL  BANK 
GOLDEN  WEST  FINANCIAL 
GREAT  WESTERN  FINANCIAL 
STANDARD  FEDERAL  BANCORPORATION 
WASHINGTON  MUTUAL 

06 
12 
12 
12 
12 

21 
68 
31 
56 
44 

20 
40 
22 
29 
23 

58 
13 
15 
13 
14 

0.00 
0.44 
1.00 
0.80 
0.96 

0.00 
0.65 
3.21 
1.42 
2.21 

46.7 
57.4 
130.9 
31.2 
72.1 

37 
19 
17 
43 
65. 

69 
65 
82 
71 
57 

151 
266 
397 
182 
207 

156.6 
44.0 

100.6 
73.9 

152.2 

1.28  0.36- 
4.00  5.21 
1.71(b)  2.08 
3.70  4.32 
2.59(b)  3.09 

NA 
4.73 
1.98 
5.08 
3.08 

1.20 
5.78 
2.65 
5.29 
3.70 

4.2 
5.0 
5.7 
4.5 
5.1 

18  OFFICE  EQUIPMENT  &  COMPUTERS 


INDUSTRY  AVERAGE 

38 

9 

30 

0.15 

0.31 

200.8 

48 

55 

422 

244.6 

0.78 

1.15 

2.38 

2.00 

18.7 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  AVERAGE 

27 

8 

22 

0.41 

1.03 

54.7 

45 

55 

195 

196.5 

0.47 

1.16 

1.48 

1.51 

30.5 

COMPUCOM  SYSTEMS 
DELUXE 

INTELLIGENT  ELECTRONICS 
MERISEL 

12 
12 
01 
12 

12 
31 
8 
2 

3 
9 
5 
0 

24 
17 
NM 
NM 

0.00 
1.48 
0.00 
0.00 

0.00 
4.77 
0.00 
0.00 

44.8 
82.4 
34.8 
30.1 

26 
7 
28 
-58 

20 
68 
41 
23 

57 
359 
79 
44 

202.3 
60.5 
285.0 
318^4 

0.44(b)  0.49 
1.15  1.87 
-0.59  -0.02 
-2.82  -0.82 

0.66 
1.33 
NA 
NA 

0.67 
2.12 
0.07 
0.09 

4.5 
3.8 
171.4 
77.B 

MICROAGE 
MILLER  (HERMAN) 
PITNEY  BOWES 
REYNOLDS  &  REYNOLDS 
TECH  DATA 

10 
05 
12 
09 
01 

23 
47 
59 
28 
30 

12 
12 
15 
5 
9 

26 
18 
19 
25 
25 

0.00 
0.52 
1.38 
0.28 
0.00 

0.00 

1.11 

2.34 
1.01 
0.00 

14.5 
23.9 
148.5 
70.6 
42.9 

182 
49 
24 
22 

127 

60 
66 
76 
82 
63 

67 
167 
532 
320 
131 

382.5 
150.6 
48.0 
71.4 
249.6 

0.02 
1.83 
2.68 
0.93 
0.56 

0.87 
2.67 
3.10 
1.10* 

1.19 

0.21 
2.11 
3.30 
1.62 
1.15 

1.26 
3.11 
3.46 
1.34 
1.46 

5.6 
2.3 
2.6 
2.2 
4.1 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  AVERAGE 

40 

11 

23 

0.13 

0.18 

202.3 

60 

54 

437 

273.8 

1.11 

1.15 

3.26 

2.61 

15.5 

AMDAHL 

APPLE  COMPUTER 
AST  RESEARCH 
COMPAQ  COMPUTER 

12 
09 
12 
12 

12 
24 
4 
79 

5 
16 

1 
20 

NM 
NM 
NM 
17 

0.00 
0.00 

o!oo 

0.00 

0.00 
0.00 

o!oo 

0.00 

121.0 
123.8 
57.7 
270.8 

42 
-24 
-7 
67 

36 
35 
14 
63 

224 
321 
68 
740 

59.9 
353  5 
11L6 
244.4 

0.24 
3.45 
NA 
2.88 

-1.06 
-6.59- 
-7.20 
4.54 

NA 
NA 
NA 
8.23 

0.80 
0  74 

-i!ii 

5.57 

20.0 

109.9 
5.7 

DATA  GENERAL 
DELL  COMPUTER 
DIGITAL  EQUIPMENT 
EMC 

09 
01 
06 
12 

15 
51 
37 
32 

8 
5 
22 
6 

22 
20 
NM 
21 

0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 

39.2 
178.2 
154.9 
232.7 

10 
181 
-42 
112 

71 
58 
65 
57 

215 
306 
535 
400 

152.5 
867.3 
269.3 
186.0 

-1.23  0.68* 
1.34  2.55 
0.15  -0.97' 
1.34(b)  1.56 

NA 
3.01 

NA 
4.44 

0.99 
3.23 
1.03 
1.93 

9.1 
5.0 
46.6 
5.7 

GATEWAY  2000 
HEWLEH-PACKARD 
INTERNATIONAL  BUSINESS  MACHINES 
LEXMARK  INTERNATIONAL  GROUP 

12 
10 
12 
12 

54 
54 
159 
26 

9 
13 
41 

7 

17 
22 
14 
16 

0.00 
0.48 
1.40 
0.00 

0.00 
0.89 
0.88 
0.00 

76.7 
1016.8 
517.5 
72.1 

125 
28 
65 
46 

30 
51 
48 
47 

198 
1372 
1368 
89 

476.8 
94.3 

153.0 
71.8 

2.19 
2.32 
7.23 
0.64 

3.08 
2.46* 
11.03 
1.63 

2.94 
3.41 
NA 
NA 

3.82 
2.98 
12.75 
1.93 

3.4 
4.7 
4.7 
2.6 

MICRON  ELECTRONICS 
QUANTUM 

SEAGATE  TECHNOLOGY 
SILICON  GRAPHICS 

08 
03 
06 
05 

19 
27 
40 
20 

2 
10 
12 
10 

40 
20 
41 
31 

0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 

92.5 
57.7 
214.2 
172.4 

81 
80 
144 
-24 

1 
63 
85 
49 

25 
147 
476 
473 

131.7 
468.6 
365.0 
182.1 

0.74  0.48* 
-1.74(b)  1.34 
1.53(b)  0.97* 
1.28  0,65* 

NA 
1.12 
1.84 
1.22 

1.03 
3.14 
2.96 
1.18 

6.8 
17.5 

4.1 
17.0 

STORAGE  TECHNOLOGY 
SUN  MICROSYSTEMS 
TANDEM  COMPUTERS 
3COM 

12 
05 
09 
05 

50 
29 
14 
75 

19 
5 
9 
6 

18 
24 
NM 
33 

0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 

55.8 
367.3 
118.2 
169.9 

122 
30 
29 
66 

70 
61 
64 
79 

220 
740 
267 
601 

286.1 
623.8 
98.3 
480.1 

-2.05(b)  2.80 
0.90  1.21* 
0.91  -0.04* 
1.01  2.30 

2.01 
1.22 
NA 
5.45 

3.51 
1.69 
0.93 
2.99 

7.1 
3.0 
12.9 
3.7 

UNISYS 

WESTERN  DIGITAL 
XEROX 

12 
06 
12 

8 
54 
49 

1 
11 
13 

NM 
27 
15 

0.00 
0.00 
1.16 

0.00 
0.00 
2.37 

174.8 
44.1 
324.6 

41 
190 
7 

34 
76 
74 

223 
169 
880 

197.7 
314,6 
108,1 

^.37  -0.32 
2.56  2.01* 
3.21(b)  3.27 

NA 
NA 
4.21 

0.49 
3.62 
3.76 

18,4 
8.0 
1.6 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  AVERAGE 

41 

7 

39 

0.07 

0.16 

261.7 

35 

57 

503 

232.5 

0.55 

1.15 

2.11 

1.56 

17.2 

AMERICA  ONLINE 
ASCEND  COMMUNICATIONS 
AUTOMATIC  DATA  PROCESSING 
BAY  NETWORKS 

06 
12 
06 
06 

35 
71 
43 
27 

5 
4 
8 
6 

125 
72 
27 
26 

0.00 
0.00 
0.40 
0.00 

0.00 
0.00 
0.93 
0.00 

92,6 
112.4 
290.4 
188,5 

1 

79 
15 
-34 

71 
77 
66 
5? 

319 
373 
720 
496 

735.9 
569.4 
44.0 
480.3 

-0.50 
0.28 
1.39 
0.73 

0.28* 

0.99 
1.57* 
1.04* 

0.40 
4.11 
1.79 
2.97 

-0.07 
1.48 
1.81 
1.12 

57.1 
7.4 
1.1 

6.3 

CABLETRON  SYSTEMS 
CERIDIAN 
CISCO  SYSTEMS 
COMDISCO 

02 
12 
07 
09 

40 
48 
68 
33 

6 
4 
5 
14 

23 
21 
50 
16 

0.00 
0.00 
0.00 
0.28 

0.00 
0.00 
0.00 
0.86 

151.2 
68.7 

649.3 
50.4 

5 
19 
114 
41 

60 
88 
65 
43 

482 
426 
1208 
158 

209.6 
104.1 
335.8 

1.15  1.76 
1.22(b)  2.25 
0,76  1.37* 

2.28 
NA 
2.52 

2.27 
2.71 
2.08 

3.5 
2.6 
2.4 

COMPUTER  ASSOCIATES  INTERNATIONAL 
COMPUTER  SCIENCES 
ELECTRONIC  DATA  SYSTEMS 

06 
03 
03 
12 

23 
66 
79 
49 

4 
5 
20 
9 

34 
26 
27 

?a 

0.00 
0.09 
0.00 
0.60 

0.00 
0.14 
0.00 
1.24 

90.4 
364,8 

75,9 
486,2 

212 
74 
52 
-6 

75 
56 
66 
44 

182 
792 
450 

323.0 
91.4 
83,0 

0.30 
-0.15 
2.48 

0,66* 

2.53 

2.93 

0.75 
3.62 
3.36 

0.90 
3.05 
3,51 

10.0 
2.6 
2.0 

INTERGRAPH 
MICROSOn 
NOVELL 
ORACLE 


12 
06 
10 
05 


9 
78 
11 
49 


10 
6 
4 
3 


30 
NM 
46 
31 
38 


0.06 
0.00 
0.00 
0.00 
0.00 


0,15 
0.00 
0.00 
0.00 
0.00 


447.6 
47.6 
1194.0 
343,8 
657,3 


20 
-41 

81 
-29 

75 


90 
45 
34 
32 
52 


909 
209 
1334 
384 
892 


68.0 
185.0 
175.3 
213.5 
186.2 


-0.20 
-0.98 
1.16 
0.90 
0.90 


1.35 
-0,76 
1,72* 
0,35* 
1.28 


1.59 
NA 
2.14 
0.49 
2.55 


1.64 
0.42 
2.06 
0.81 
1.69 


1.2 
42.9 

1.7 
13.6 

3.6 
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INVESTMENT  OUTLOOK  SCOREBOARD 


1996 

BOOK 

P-E 

1996 

MARKET 

RECENT 

VALUE 

RAIIO 

DIVI- 

SHRS, 

VALUE 

INSTITUTIONAL 

COMPANY 

SHARE 

PER 

1996 

DEND 

YIELD 

OUT, 

CHANGE 

HOLDINGS 

FY 

PRICE 

SHARE 

EST, 

RATE 

% 

MILS. 

% 

% 

NUMBER 

SAFEGUARD  SCIENTIFICS 

12 

35 

6 

57 

0,00 

0,00 

30,0 

44 

20 

93 

SYBASE 

12 

18 

5 

NM 

0,00 

0,00 

76,3 

-49 

58 

198 

VANSTAR 

04 

28 

3 

26 

0,00 

0,00 

40.5 

NA 

36 

55 

WANG  LABORATORIES 

06 

21 

5 

NM 

0,00 

0.00 

36,4 

28 

66 

119 

EARNINGS  PER  SHARE  

1997  ESTIMATES 


1996 
TURN- 
OVER 
% 

127.7 


ACTUAL 

0,57 
419,3  -0,27 
NA  0,17 
200,0  -2,02 


l/B/E/S  BASED 
1996  ON 

1995    ANALYST  5-YR 
EST 


0.51 
-0.35 

1.04 
-0.64" 


TREND 
0,64 
NA 
NA 
NA 


TION 


fROM  ANALYSIS 
l/B/E/S  VARIA 
CON- 
SENSUS 

0,67 
0,45 
1,32 
0.05 


3.0 
33.3 
2,3 
160.0 


19  PAPER  &  FOREST  PRODUCTS 


INDUSTRY  AVERAGE 


42 


23     22     0.94     2.08      96.3       8      59      349  89.5 


GROUP  AVFRARF 

HI 

■31 
J  X 

111 
1.11 

OO./ 

5 

57 

343 

110.6 

6.06 

1.63 

5.28 

2.34 

57.3 

BOISE  CASCADE 

12 

31 

28 

m 

0.50 

1.94 

48.5 

-9 

61 

309 

191.0 

5.39(b) -0.77 

NA 

0.53 

171.7 

GEORGIA-PACIFIC 

12 

73 

39 

33 

2.00 

2.75 

91.3 

6 

62 

514 

130.3 

11,29 

2.23 

NA 

3.54 

34.2 

LOUISIANA-PACIFIC 

12 

23 

13 

57 

0.56 

2.48 

108.7 

-6 

46 

309 

OD.D 

-0,48 

0.40 

0.94 

0.86 

38.4 

RAYONIER 

12 

39 

27 

15 

1.16 

2!99 

29^5 

16 

68 

240 

60.2 

4.75 

2.55 

NA 

2.72 

19.5 

WILUMETTE  INDUSTRIES 

12 

68 

35 

18 

1,24 

1.82 

55.3 

21 

48 

344 

106.0 

9,34 

3.76 

9.63 

4.05 

23.0 

(B)  PAPER 

GROUP  AVERAGE 

40 

20 

19 

0.88 

1.96 

106.8 

8 

59 

351 

81.9 

3.51 

2.16 

3.30 

2.32 

29.5 

BOWATER 

12 

38 

27 

11 

0,80 

2.13 

37.4 

1 

87 

179 

164.3 

5.48(b)  3.57 

NA 

1.47 

46.3 

CHAMPION  INTERNATIONAL 

12 

43 

39 

28 

0,20 

0.47 

95.5 

2 

83 

435 

133.5 

7, 67(b)  1.56 

5.92 

2.06 

56,8 

CHESAPEAKE 

12 

31 

20 

26 

0,80 

2.62 

23.5 

2 

54 

147 

57.1 

3,88 

1.19 

2.65 

1.86 

19,4 

CONSOLIDATED  PAPERS 

12 

50 

27 

13 

1,68 

3.39 

44.7 

-11 

25 

195 

27.1 

5.16 

3.95 

5.06 

3.59 

24.5 

CROWN  VANTAGE 

12 

10 

5 

NM 

0.00 

0.00 

9.1 

-32 

52 

73 

120.1 

NA 

-0.40 

NA 

-1.00 

141.0 

FORT  HOWARD 

12 

28 

-21 

14 

0.00 

0.00 

74.0 

47 

82 

143 

104.3 

0.57 

2.01 

NA 

2.31 

3.9 

INTERNATIONAL  PAPER 

12 

43 

31 

27 

1.00 

2.35 

300.2 

29 

64 

719 

106.0 

4.50 

1.57 

2.81 

2.39 

22.6 

JAMES  RIVER  CORP.  OF  VIRGINIA 

12 

32 

18 

26 

0.60 

1.88 

86.0 

34 

70 

313 

106.4 

0.81 

1.21 

NA 

1.87 

16.6 

KIMBERLY-CLARK 

12 

98 

15 

21 

1.84 

1.88 

282.3 

19 

65 

1015 

67.1 

0,12 

4.77 

0.96 

5.55 

3.2 

MEAD 

12 

59 

43 

16 

1.20 

2.03 

52.2 

12 

67 

421 

99.4 

6,19 

3.63 

6.34 

4.09 

16.5 

POTLATCH 

12 

44 

33 

21 

1,70 

3.84 

28.8 

10 

49 

236 

49.7 

3.72 

2.06 

2.46 

2.45 

27.3 

SCHULLER 
WESTVACO 
WEYERHAEUSER 

12 
10 
12 

10 
28 
45 

3 
21 
23 

14 
14 
20 

0.03(c 

0.88 

1.60 

0.31 
3.12 
3.48 

161.6 
101,9 
198.3 

-3  12 
2  62 
6    ,  60 

78 
322 
637 

18,3 
35.6 
58.2 

0,78 
2,80 
3.93 

0.71 

2.09* 

2.35 

1.11 
2.20 
3.46 

0.82 
2.26 
2.80 

2.4 
14.2 
17.5 

20  PUBLISHING  &  BROADCASTING 


INDUSTRY  AVERAGE 


52 


10     26     0.82      1.59  175.1 


2      48     367      55.5     0.93     1.13    4.27     1.53  40.1 


(A)  BROADCASTING 

GROUP  AVERAGE 


20    -20    NM     0.02     0.14    299.4    -20      43      325      91.9   -3.55  -3.97      NM  -3.75  109.3 


CABLEVISION  SYSTEMS 

12 

30 

-90 

NM 

0.00 

0.00 

24.8 

-44 

40 

102 

67,4 

-14.17 

-15.01 

NA 

-14.31 

19.9 

COMCAST 

12 

17 

-4 

NM 

0.09 

0.55 

233.3 

-10 

56 

365 

155.7 

-0.16 

-0.30 

NA 

-0.11 

254.5 

COX  COMMUNICATIONS 

12 

21 

9 

NM 

0.00 

0.00 

270.2 

5 

19 

209 

17,6 

0.39 

-0.05 

NA 

-0.21 

95.2 

TELE-COMMUNICATIONS 

12 

14 

4 

NM 

0.00 

0.00 

569.1 

-31 

58 

623 

127,0 

-0.27 

-0.51 

NA 

-0.37 

67.6 

(B)PUBUSHING 

GROUP  AVERAGE 

60 

18 

26 

1.03 

1.98 

142.0 

8 

50 

380 

45.8 

2.12 

2.59 

4.27 

3.04 

20.3 

DOW  JONES 

12 

35 

17 

18 

0.96 

2.76 

96.6 

-13 

54 

300 

38.0 

1.96 

1.88 

2.75 

2.03 

8.9 

DUN  &  BRADSTREET 

12 

23 

6 

13 

1.00 

4.42 

171.0 

-65 

72 

732 

76.0 

1.89 

1.68 

1.73 

1.80 

3,3 

GANNEn 

12 

79 

19 

21 

1.44 

1.83 

141.0 

28 

68 

686 

47.5 

3.41 

3.79 

4.45 

4.27 

2,6 

HOLLINGER  INTERNATIONAL 

•■'12 

11 

5 

33 

0.40 

3.64 

84.6 

56 

23 

70 

49,4 

0.11 

0.33 

NA 

0.64 

15,6 

K-lll  COMMUNICATIONS 

12 

10 

0 

NM 

0.00 

0.00 

125.9 

-18 

12 

73 

15.9 

-0.91 

-0.65 

NA 

-0.46 

21,7 

KNIGHT-RIDOER 

12 

42 

12 

25 

0.80 

1.90 

94.1 

30 

70 

324 

69.8 

1.67 

1.71 

1.85 

2.14 

6,1 

McGRAW-HILLtt 

12 

46 

10 

NA 

1.32 

2.90 

99.5 

4 

66 

492 

51.3 

2.28 

tt 

2.32 

tt 

tt 

t 'Because  BusinessWeek  is  owned  by  The  McGraw-Hill  Companies,  the  Scoreboard  does  not  include  forecasts  of  the  company's  earnings. 

NEW  YORK  TIMES 

12 

37 

17 

22 

0.60 

1.61 

95.7 

25 

52 

325 

52.9 

1.40 

1.72 

2.28 

1.98 

6.1 

READER'S  DIGEST  ASSOCIATION 

06 

38 

4 

52 

1.80 

4.78 

107.3 

-27 

34 

238 

38.3 

2.35 

0.73* 

1.21 

2.29 

6.1 

SCRIPPS  (E.W.) 

12 

35 

16 

24 

0.52 

1.50 

80.5 

-11 

NA 

NA 

21.0 

1.17 

1.45 

1.62 

1.76 

12.5 

TIME  WARNER 

12 

41 

10 

NM 

0.36 

0.88 

386.8 

7 

53 

648 

58.4 

-0.46 

-1.01 

NA 

-0.54 

50.0 

TIMES  MIRROR 

12 

52 

10 

35 

0.40 

0.76 

99.0 

45 

43 

320 

48,0 

-3.74 

1.48 

1.90 

2.04 

4.9 

TRIBUNE 

12 

87 

21 

22 

1.20 

1.39 

61.6 

39 

51 

406 

57,8 

3.22(b)  3.95 

4.69 

4.27 

4.7 

US  WEST  MEDIA  GROUP 

12 

19 

9 

NM 

0.00 

0.00 

473.9 

0 

47 

533 

49,2 

0.30 

-0.03 

NA 

-0.40 

137.5 

WASHINGTON  POST 

12 

348 

116 

18 

4.60 

1.32 

10.9 

23 

51 

167 

12,9 

17.15 

19.23 

22.19 

20.76 

4.4 

21  SERVICE  INDUSTRIES 

INDUSTRY  AVERAGE 

32 

12 

21 

0.36 

1.02 

85.8 

19 

56 

261 

85.9 

1.44 

1.78 

2.50 

2.10 

5.8 

CA)  CONSTRUCTION  &  ENGINEERING 

GROUP  AVERAGE 

37 

14  • 

17 

0.52 

1.58 

49.3 

-10 

63 

324 

78.4 

1.47 

2.08 

1.94 

2.34 

4.4 

EG&G 
FLUOR 

FOSTER  WHEELER 

JACOBS  ENGINEERING  GROUP 

12 
10 
12 

n<^ 

18 
68 
36 
24 

8 
19 
17 
1 1 

16 
21 
15 
15 

0.56 
0.68 
0.82 
0-00 

3.07 
1.00 
2.27 
0.00 

47.3 
83.6 
40.6 
25.7 

-25 
4 

-15 

-3 

64 
62 
71 
54 

248 
565 
331 
152 

70.3 
84.3 
106.1 
52.8 

1.05 
2.78 
0.79 
1.27 

1.17 
3.17* 
2.41 
1.56* 

1.03 
3.49 
1.77 
1.46 

1.35 
3.66 
2.55 
1.79 

4.4 
1.6 
7.1 
4.5 

(B)  INDUSTRIAL  DISTRIBimON 

GROUP  AVERAGE 

34 

15 

16 

0.35 

0.85 

57.1 

29 

50 

201 

64.4 

1.95 

2.26 

3.38 

2.57 

5.7 

ARROW  ELECTRONICS 

AVNET 

BEARINGS 

BOISE  CASCADE  OFFICE  PRODUCTS 

12 
06 
06 
1? 

54 
59 
28 
19 

26 
35 
15 
6 

13 
14 
15 
?1 

000 
0.60 
0.64 
0.00 

0.00 
1.03 
2.32 
0.00 

51.4 
43.4 
12.4 
62.5 

27 
31 
-1 
-13 

82 
71 
66 
15 

241 
323 
112 
70 

101.8 
113.4 
41.2 
34.7 

4.21 
3.32 
1.47 
0.74 

4.06 

4.31* 

1.90* 

0.88 

9.47 
4.73 
2.71 
NA 

4.55 
4.50 
2.26 
1.11 

5.1 
3.6 
3.5 
6.3 

BT  OFFICE  PRODUCTS  INTERNATIONAL 

CRANE 

ENRON 

12 
12 
12 

9 
31 
46 

8 
9 
14 

22 
16 
20 

0.00 
0.50 
0.90 

0.00 
1.60 
1.96 

33.4 
44.8 
254.4 

-42 
26 
22 

23 
64 
55 

48 
266 
688 

47.7 
41.9 
59.4 

0.24 
1.67 
2.07 

0.42 
1.99 
2.34 

NA 
2.37 
2.75 

0.55 
2.23 
2.63 

12.7 
1.8 
4.9 
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rNVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 

1996 

iiAoi/rr 
MARKtl 

1997  ESTIMATES 

BOOK 

P-E 

1996 

1996 

l/B/E/S 

BASED 

FROM  ANALYSTS 

RECENT 

VALUE 

RATIO 

DIVI- 

SHRS 

VALUE 

inbiiiuiiunAL 

TURN- 

I99E 

ON 

l/B/E/S 

VARIA- 

SHARE 

PER 

1990 

DEND 

YIELD 

OUT.' 

CHANGE 

HOLDINGS 

OVER 

1995 

ANALYST 

5-YR 

CON- 

TION 

COMPANY 

FY 

PRICE 

SNARE 

EST. 

RATE 

% 

MILS. 

% 

% 

NUMBER 

% 

ACTUAL 

EST. 

TREND 

SENSUS 

% 

FISHER  SCIENTIFIC  INTERNATIONAL 

12 

45 

18 

19 

0.08 

0.17 

19.9 

68 

60 

145 

75.7 

0.19(b)  2.41 

1.22 

3.00 

NM 

GENUINE  PARTS 

12 

45 

14 

16 

1.34 

2.98 

120.4 

8 

55 

442 

36.8 

2.52 

2.75 

2.99 

3^01 

1.7 

GRAINGER  (W.W.) 

12 

80 

25 

19 

1,00 

1.25 

51.0 

20 

50 

404 

Do.  J 

3^64 

4^08 

4.23 

4.49 

2.0 

HUGHES  SUPPLY 

01 

CO 

14 

0  40 

0.93 

9.7 

132 

54 

112 

96.4 

2.34 

3.03 

5.18 

3.41 

2.6 

MARSHALL  INDUSTRIES 

05 

31 

19 

12 

0.00 

0.00 

17.1 

-5 

/8 

144 

67.2 

2.85 

2.52 

3.54 

3.00 

14.7 

NGC 

12 

22 

7 

28 

0.05 

0.23 

149.8 

232 

7 

67 

1 1.7 

0.82 

0.77 

0.95 

1.01 

7.9 

DinurPD  QTANDARH  P\  FPTRDNin^ 
rlUriCtK~o  IHrlUHnU  CLCUinuiiiuo 

03 

7 

10 

0.12 

1.09 

22.5 

-17 

67 

122 

111.8 

1.09 

1.13 

1.85 

1.40 

13.6 

REXEL 

12 

14 

7 

14 

0.00 

0.00 

OK  7 

25 

85 

42  9 

0.85 

1.02 

1  71 
l./l 

1.15 

3.5 

pvpR(;nN  Till  1 

12 

14 

9 

9 

0.00 

0.00 

39.2 

NA 

5 

5 

NA 

2.26 

1.61 

NA 

1.78 

3.4 

WYLE  ELECTRONICS 

12 

35 

18 

11 

0.32 

0.89 

12.6 

4 

67 

145 

158.9 

2.85 

3.14 

3.48 

3.52 

4.1 

(C)  POULUnON  CONTROL 

GROUP  AVERAGE 

31 

12 

20 

0.66 

2.15 

354.6 

9 

65 

670 

81.3 

1.64 

0.70 

1.68 

1.85 

6.1 

RRnWNINR-FFRRK  INDUSTRIES 

09 

27 

13 

NM 

0.68 

2.53 

212.4 

-3 

65 

514 

86.5 

1.93 

-0.44* 

NA 

1.59 

9.4 

WUy  TFPHNni  HRIFS 
ivnnA  1  tuniiui-uuito 

12 

35 

11 

20 

0.64 

1.78 

495.8 

21 

64 

825 

75.2 

1.35 

1.84 

1.68 

2.10 

2.9 

(D)  PRINTING  &  ADVERTISING 

laKUUr  rtVCKMuC 

32 

3 

20 

0.45 

1.18 

66.8 

-3 

63 

276 

69.4 

1.47 

1.63 

1.91 

2.00 

2.7 

ADVO 

09 

13 

-4 

27 

0.00 

0.00 

24.1 

-44 

57 

94 

82.2 

1.33 

0.47* 

0.58 

1.00 

1.0 

BANTA 

12 

24 

13 

15 

0.44 

1.85 

31.0 

-19 

Do 

106.1 

1.75 

1.63 

2.05 

1.94 

2.1 

nnNNFIIFY      R  )  &  SONS 

12 

34 

11 

20 

0.75 

2.27 

150.4 

-17 

73 

443 

54.0 

1.95 

1.64 

1.92 

1.99 

8.5 

INTERPUBLlU  bnUUr 

12 

50 

10 

on 

U.DO 

1  "37 

oU.o 

75 

471 

45  0 

1.65 

2.47 

2.33 

2.81 

1.4 

OMNICOM  GROUP 

12 

51 

9 

23 

0.80 

1.57 

80.7 

48 

71 

340 

44.5 

1.85(b)  2.23 

2.55 

2.56 

2.0 

WORLD  COLOR  PRESS 

12 

24 

11 

18 

0.00 

0.00 

33.8 

NA 

11^ 

84.5 

0.29 

1.35 

NA 

1.58 

1.2 

(E)  OTHER  SERVICES 

GROUP  AVERAGE 

25 

9 

30 

0.23 

0.84 

103.2 

32 

55 

250 

123.6 

0.71 

1.29 

1.89 

1.51 

7.8 

ACNIELSEN 

12 

17 

10 

91 

0.00 

0.00 

57.0 

NA 

NA 

NA 

NA 

-4.09 

0.19 

NA 

0.39 

41.0 

CDI 

12 

29 

9 

15 

0.00 

0.00 

19.8 

62 

36 

102 

54.6 

1.55 

1.87 

4.59 

2.15 

2.3 

COGNIZANT 

12 

35 

■  3 

24 

0.00 

0.00 

170.3 

NA 

NA 

NA 

NA 

0.52 

1.43 

NA 

1.70 

8.2 

cue  INTERNATIONAL 

01 

27 

3 

38 

0.00 

0,00 

375.4 

51 

71 

674 

88.3 

0.56 

0.70 

1.13 

0.90 

1.1 

HANOLEMAN 

04 

8 

8 

75 

0.00 

0.00 

33.5 

43 

41 

83 

95.9 

-0.67 

0.11 

0.11 

0.15 

NM 

HEALTHSOURCE 

12 

11 

5 

22 

0.00 

0.00 

63.8 

-69 

62 

245 

232.7 

0.81 

0.51 

0.85 

0.57 

19.4 

INACOM 

12 

31 

15 

19 

0.00 

0.00 

10.1 

122 

67 

61 

490.2 

1.14 

1.57 

1.88 

2.05 

4.9 

KELLY  SERVICES 

12 

25 

13 

14 

0.84 

3.20 

38.1 

-5 

37 

117 

31.0 

1.83 

1.93 

2.33 

2.12 

4.2 

MANPOWER 

12 

33 

7 

18 

0.15 

0.49 

82.1 

17 

82 

278 

101.8 

1.65 

1.83 

NA 

2.12 

1.9 

OLSTEN 

12 

14 

10 

11 

0.28 

2.05 

78.9 

-37 

58 

279 

108.9 

1.33(b)  1.28 

1.94 

1.29 

3.9 

PHH 

04 

45 

18 

17 

0.76 

1.59 

34.8 

95 

64 

220 

83.4 

2.34 

2.58 

2.92 

2.85 

3.2 

SERVICE  CORP.  INTERNATIONAL 

12 

30 

9 

29 

0.24 

0.80 

235.6 

38 

75 

543 

61.5 

0.85(b)  1.05 

1.16 

1.26 

2.4 

SERVICEMASTER 

12 

25 

6 

15 

0.68 

2.64 

142.1 

27 

10 

146 

11.0 

1.45 

1.68 

1.90 

1.93 

1.6 

22  TELECOMMUNICATIONS 


INDUSTRY  AVERAGE  39      11     29     1.06     2.49    458.8       7      45      664      97.3     1.60     2.06    2.37    2.41  12.2 


(A)  EQUIPMENT  &  SERVICES 

GROUP  AVERAGE 

32 

12 

47 

0.31 

0.80 

471.0 

12 

51 

631 

170.0 

0.77 

1.08 

1.55 

1.55 

24.1 

AIRTOUCH  COMMUNICATIONS 

12 

25 

9 

71 

0.00 

0,00 

501.2 

-8 

53 

777 

48.5 

0.27 

0.35 

0.62 

0,54 

9.3 

AT&T 

12 

39 

14 

11 

1.32 

3.36 

1610.4 

-39 

39 

1593 

55.2 

0.09 

3.47 

1.27 

3.68 

2.2 

DSC  COMMUNICATIONS 

12 

18 

10 

42 

0.00 

0.00 

117.2 

-51 

54 

476 

539.0 

1.63 

0.43 

1.61 

0.96 

15.7 

LUCENT  TECHNOLOGIES 

09 

51 

4 

NM 

0.30 

0.59 

636.7 

NA 

10 

264 

NA 

-1.65 

-1.37* 

NA 

2.02 

1.5 

MCI  COMMUNICATIONS 

12 

31 

15 

18 

0.05 

0,15 

688.0 

17 

56 

849 

124.8 

0.80 

1.73 

1.39 

1.93 

4.7 

SCIENTIFIC-ATUNTA 

05 

15 

6 

172 

0.05 

0.39 

77.1 

4 

52 

257 

115.9 

0.83 

0.09* 

0.65 

0.82 

11.0 

SPRINT 

12 

42 

19 

14 

1.00 

2.39 

430.4 

30 

49 

757 

51.8 

2.69 

2.94 

3.29 

2.92 

3.4 

TELEPHONE  fc  DATA  SYSTEMS 

12 

37 

33 

29 

0.40 

1.07 

61.1 

0 

58 

216 

35.2 

1.74 

1.28 

1.83 

1.23 

17.1 

TELUBS 

12 

40 

3 

44 

0.00 

0.00 

179.3 

117 

68 

497 

323.5 

0.63 

0.90 

2.04 

1.13 

1.8 

WORLDCOM 

12 

23 

6 

24 

0.00 

0.00 

408.4 

39 

60 

603 

234.2 

0.65 

0.98 

1.25 

0.23 

173.9 

03)  TELEPHONE  COIWPANIES 

GROUP  AVERAGE 

44 

10 

16 

1.69 

3.90 

448.6 

3 

40 

691 

42.8 

2.30 

2.88 

2.98 

3.12 

2.3 

ALLTEL 

12 

32 

11 

17 

1.04 

3.25 

189.6 

8 

37 

425 

29.2 

1.86 

1.93 

2.15 

2.13 

1.4 

AMERITECH 

12 

59 

14 

16 

2.12 

3.50 

549.2 

-1 

45 

880 

31.1 

3.63 

3.80 

3.95 

4,18 

1.4 

BELL  ATUNTIC 

12 

53 

17 

15 

2.88 

4.58 

437.8 

-6 

33 

812 

34.1 

4.25 

4.24 

4.33 

4.68 

3.2 

BELLSOUTH 

12 

40 

13 

15 

1.44 

3.57 

994.0 

-7 

29 

900 

25.1 

1.57 

2.55 

2.29 

2.77 

1.4 

CINCINNATI  BELL 

12 

50 

8 

24 

0.80 

1.34 

67.3 

73 

46 

250 

50.0 

-0.38 

2.44 

2.99 

2.83 

3.5 

FRONTIER 

12 

26 

6 

15 

0.85 

3.24 

163.3 

-10 

59 

477 

81.4 

0.89 

1.67 

1.42 

1.92 

4.7 

GTE 

12 

45 

7 

15 

1.88 

4.19 

968.9 

2 

41 

1205 

35.2 

2.62 

2.87 

3.13 

3.18 

1.3 

NYNEX 

12 

46 

15 

13 

2.35 

5.09 

438.1 

-13 

39 

794 

50.4 

2.50 

3.57 

3.36 

3.85 

2.6 

PACIFIC  TELESIS  GROUP 

12 

37 

5 

14 

1.26 

3.41 

428.4 

10 

42 

599 

60.6 

2.46 

2.60 

2.26 

2.41 

2,5 

SBC  COMMUNICATIONS 

12 

53 

U 

15 

1.72 

3.27 

503.7 

-9 

36 

966 

36.7 

3.10 

3,45 

3.89 

3.72 

2.2 

SOUTHERN  NEW  ENGUND  TELECOMMS. 

12 

40 

6 

13 

1,75 

4.43 

65,4 

0 

35 

290 

35.0 

2.60 

3.01 

3.15 

3.25 

2.2 

US  WEST  COMMUNICATIONS  GROUP 

12 

31 

8 

13 

2.14 

5.85 

477.4 

-12 

45 

683 

44.4 

2.52 

2.43 

2.81 

2.55 

1.6 

23  TRANSPORTATION 

INDUSTRY  AVERAGE 

37 

18 

17 

0.46 

1.11 

65.5 

11 

6fi 

271 

140.0 

1.43 

2.65 

4.09 

3.34 

17.1 

(A)  AIRLINES 

GROUP  AVERAGE 

39 

16 

13 

0.02 

0.04 

68.8 

28 

67 

259 

235.3 

1.13 

3.65 

2.67 

4.56 

31.3 

AUSKA  AIR  GROUP 

12 

24 

19 

10 

0.00 

0.00 

14.5 

58 

91 

128 

398.8 

1.26(b)  2.50 

NA 

2.91 

13,1 

AMERICA  WEST  AIRLINES 
AMR 

12 

15 

14 

12 

0.00 

0.00 

44.9 

-15 

82 

150 

169.4 

1.18 

1,23 

NA 

1.57 

11.5 

12 

91 

58 

10 

0.00 

0.00 

91.0 

46 

84 

522 

198.0 

2.48(b)  9.25 

NA 

9.91 

8.0 
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rNVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1997  ESTIMATES 


BOOK 

P-E 

199G 

MARKET 

19% 

1/B/E/S 

BASED 

EROM  ANALYSTS 

RECENT 

VALUE 

RAIIO 

DIVI- 

SHRS. 

VALUE 

in^lllU  MURAL 

TURN- 

1996 

ON 

l/B/E/S 

VARIA- 

SHARE 

PER 

I99G 

DEND 

YIELD 

OUT. 

CHANGE 

HOLDINGS 

OVER 

1995 

ANALYST 

5-YR. 

CON- 

TION 

COMPANY 

FY 

PRICE 

SHARE 

EST 

RATE 

% 

MILS. 

% 

% 

NUMBER 

% 

ACTUAL 

EST. 

TREND 

SENSUS 

% 

CONTINENTAL  AlKLINbb 

12 

28 

g 

5 

0.00 

0.00 

56.1 

32 

58 

166 

209.8 

3.15(b)  4.87 

NA 

4.13 

13.8 

DELTA  AIR  LINES 

06 

75 

34 

34 

0^20 

0.27 

75.1 

50 

69 

471 

207.3 

4.01(b)  2.21' 

NA 

y.oo 

NORTHWEST  AIRLINES 

12 

40 

-1 

7 

0.00 

0.00 

97.4 

-15 

40 

137 

131.5 

3.02 

6.22 

NA 

5.58 

7.3 

SOUTHWEST  AIRLINES 

12 

25 

11 

17 

0.04 

0.18 

145.0 

9 

56 

427 

126.9 

1.23 

1.46 

2.67 

1.78 

9.0 

TRANd  WUKLU  AmLlnto 

12 

3 

12 

NM 

0.00 

0.00 

41.0 

-13 

51 

84 

453.1 

-11.65 

-1.23 

NA 

0.41 

217.1 

UAL 

12 

58 

14 

7 

0.00 

0.00 

58.5 

49 

72 

194 

221.0 

5.47 

7.71 

NA 

7.70 

7.1 

USAIR  GROUP 

12 

23 

-14 

10 

0.00 

0.00 

64.2 

78 

64 

207 

237.1 

1.17(b)  2.26 

NA 

fRI  RAILROADS 

GROUP  AVERAGE 

76 

33 

16 

1.62 

2.19 

164.0 

16 

64 

675 

72.1 

3.20 

4.88 

9.93 

RIIRI  INRTnN  NflRTHFRN  SANTA  FE 

12 

90 

36 

15 

1.20 

1.34 

152.6 

18 

oy 

/ 

66.1 

1.66(b)  5.91 

3.96 

6.97 

3.9 

rnNRAII 

12 

97 

35 

19 

1.90 

1.95 

81.1 

43 

76 

546 

156.7 

2.94(b)  5.06 

4.76 

5.73 

5.9 

12 

47 

22 

12 

1.04 

2.22 

216.9 

6 

58 

654 

45.3 

2.94 

4.00 

15.84 

4.35 

3.2 

NORFOLK  SOUTHERN 

12 

90 

39 

15 

2.24 

2.49 

125.1 

10 

57 

638 

38.9 

5.44 

6,09 

17.53 

6.64 

3.0 

UNION  PACIFIC 

12 

58 

33 

18 

1.72 

2.95 

244.2 

5 

60 

834 

53.6 

3.01 

3.32 

7.60 

/ .  1 

(C)  TRANSPORTATION  SERVICES 

laKUUr  AVtKAut 

31 

19 

15 

0.47 

1.34 

44.8 

8 

71 

207 

94.1 

2.07 

2.23 

3.09 

2.60 

6.0 

AIR  EXPRESS  INTERNATIONAL 

12 

33 

11 

19 

0.24 

0.73 

22.7 

74 

59 

130 

86.0 

1.48(b)  1.72 

1.98 

1.99 

4.5 

AIRRnRNP  FRPIRHT 
MinDunnc  rnciuni 

12 

22 

20 

18 

0.30 

1.40 

21.1 

-19 

85 

138 

102.0 

1.11(b)  1.19 

1.68 

1.59 

10.7 

FEDERAL  EXPRESS 

05 

44 

23 

16 

o!oo 

o!oo 

113^9 

20 

78 

367 

74.4 

2.70 

2.80 

4.27 

3.31 

5.1 

FRITZ 

05 

15 

7 

15 

0.00 

0.00 

35.1 

-63 

50 

179 

203.9 

0.70 

1.03 

1.04 

1.25 

5.6 

GATX 

12 

50 

38 

11 

1.72 

3.45 

20.2 

3 

83 

190 

63.1 

4.13(b)  4.46 

5.44 

4.96 

3.8 

PITTSTON  BURLINGTON  GROUP 

12 

20 

14 

11 

0.24 

1.22 

20.8 

NA 

71 

104 

68.5 

1.73 

1.82 

NA 

2.05 

4.4 

RYDER  SYSTEM 

12 

30 

15 

IB 

0.60 

1.98 

81.5 

26 

80 

326 

92.3 

1.96 

1.67 

2.47 

2.33 

4.7 

TRINITY  INDUSTRIES 

03 

35 

20 

11 

0.68 

1.97 

43.0 

13 

55 

219 

63.0 

2.72 

3.11 

4.75 

3.32 

9.0 

(D)  TRUCKING  &  SHIPPING 

GROUP  AVERAGE 

19 

13 

26 

0.32 

1.44 

29.5 

-7 

61 

134 

115.3 

0.49 

0.89 

1.48 

1.60 

17.9 

HLCAMnucn  fit  DHLUVVin 

12 

27 

14 

19 

0.88 

3.32 

45.3 

15 

51 

141 

34.7 

0.72 

1.41 

0.96 

1.60 

3.8 

APL 

12 

24 

20 

9 

0.40 

1.67 

25.2 

2 

76 

135 

82.8 

0.99(b)  2.63 

1.84 

2.89 

2.1 

ARKANSAS  BEST 

12 

5 

8 

NM 

0.00 

o!oo 

19.5 

-35 

60 

53 

162.6 

-1.90 

-1.79 

NA 

0.34 

79,4 

CALIBER  SYSTEM 

12 

19 

18 

36 

0.72 

3.72 

39.5 

-60 

39 

204 

59.8 

2.34 

0.54 

0.50 

1.62 

14.2 

CONSOLIDATED  FREIGHTWAYS 

12 

24 

16 

26 

0.40 

1.66 

44.0 

-9 

59 

227 

132.3 

1.04(b)  0.93 

1.08 

1.88 

11,2 

HUNT  (J.  B.)  TRANSPORT  SERVICES 

12 

14 

10 

23 

0.20 

1.43 

38.0 

-17 

40 

98 

79.2 

-0.06 

0.62 

0.69 

0.92 

13,0 

LANDSTAR  SYSTEM 

12 

23 

11 

12 

0.00 

0.00 

12.8 

-14 

89 

117 

168.5 

1.95 

1.95 

4.46 

2.39 

1.3 

ROADWAY  EXPRESS 

12 

17 

10 

17 

0.20 

1.21 

20.6 

NA 

32 

72 

113.4 

-0.62 

0.98 

NA 

1.43 

25,2 

USFREIGHTWAYS 

12 

26 

12 

18 

0.37 

1.44 

22.5 

33 

86 

129 

155.1 

1.51 

1.46 

2.12 

1.95 

6,7 

YELLOW 

12 

15 

15 

71 

0.00 

0.00 

28.1 

21 

64 

166 

164.9 

-1.07 

0.21 

0.16 

1.01 

21.8 

24  UTILITIES  &  POWER  

INDUSTRY  AVERAGE  31       19      14     1,48      4,98    132.0        7      41      319      49.8      1.83     2.29    2,38     2.40  4.7 


(A)  ELECTRIC,  WATER  &  COGENERATION 


GROUP  AVERAGE 

29 

20 

12 

1.64 

5.78 

162.1 

-4 

39 

340 

49.0 

2.22 

2.36 

2,46 

2.45 

4.5 

ALLEGHENY  POWER  SYSTEM 

12 

30 

18 

14 

1.68 

5.53 

121.6 

7 

41 

317 

35.0 

2,00 

2,15 

2,15 

2.29 

4.4 

AMERICAN  ELECTRIC  POWER 

12 

42 

24 

13 

2.40 

5.78 

187.8 

3 

35 

486 

46.6 

2,85 

3,08 

2,98 

3.17 

3.5 

BALTIMORE  GAS  &  ELECTRIC 

12 

28 

20 

13 

1.60 

5.74 

147.6 

-2 

38 

421 

42.9 

2,02 

2,21 

2,38 

2.31 

2.2 

BOSTON  EDISON 

12 

26 

22 

10 

1.88 

7.34 

48.5 

-12 

36 

171 

77,9 

2,08 

2,59 

2,57 

2.65 

1.9 

CAROLINA  POWER  &  LIGHT 

12 

37 

18 

14 

1.82 

4.97 

151.4 

6 

31 

389 

34.4 

2,48 

2,64 

2.52 

2.79 

2.2 

CENTERIOR  ENERGY 

12 

11 

13 

11 

0.80 

7.44 

148.0 

21 

34 

137 

77.0 

1.49 

0,98 

1.05 

1.14 

21.1 

CENTRAL  &  SOUTH  WEST 

12 

27 

18 

12 

1.74 

5.57 

210.8 

4 

46 

487 

47.1 

2,10 

2.17 

2.13 

2.29 

1.7 

CINERGY 

12 

34 

16 

15 

1.80 

5.37 

157.7 

9 

49 

439 

52,5 

2,22 

2,30 

1.98 

2.52 

4.0 

CMS  ENERGY 

12 

33 

16 

13 

1.08 

3.32 

100.3 

10 

48 

280 

44,6 

2,21 

2,42 

2,51 

2.62 

2.3 

CONSOLIDATED  EDISON  CO.  OF  N.Y. 

12 

29 

24 

10 

2.08 

7.17 

235.0 

-9 

33 

436 

45,0 

2,93 

2.87 

3.19 

2.91 

1.7 

DOMINION  RESOURCES 

12 

38 

27 

13 

2.58 

6.77 

177.9 

-7 

35 

432 

37,0 

2,45 

3,04 

2.78 

3.21 

2.5 

DTE  ENERGY 

12 

32 

24 

11 

2,06 

5.44 

145.1 

-7 

35 

351 

61,9 

2,80 

2,92 

2,53 

2.98 

2,0 

DUKE  POWER 

12 

46 

24 

14 

2,12 

4.57 

201,6 

-4 

41 

563 

34,5 

3,25 

3.40 

3,64 

3.57 

2,8 

EDISON  INTERNATIONAL 

12 

20 

15 

12 

1.00 

5.03 

439.6 

12 

36 

490 

50.0 

1,66 

1.69 

1,64 

1.72 

2,3 

ENOVA 

12 

22 

13 

11 

1.55 

5.97 

116.6 

-6 

18 

157 

24,8 

1.94 

1.98 

1,79 

2.03 

2,0 

ENTERGY 

12 

27 

29 

11 

1.80 

6.64 

229.5 

-7 

65 

495 

62,5 

2.13 

2.44 

1,96 

2.56 

2.7 

FLORIDA  PROGRESS 

12 

32 

21 

12 

2.06 

6.36 

97.0 

-8 

37 

286 

46.0 

2.50 

2.60 

2,68 

2.68 

1,5 

FPL  GROUP 

12 

46 

25 

14 

1.84 

3.99 

183,0 

-1 

46 

612 

48.0 

3.16 

3.30 

3,54 

3.45 

1,7 

GPU 

12 

34 

26 

11 

1.94 

5.77 

120,6 

-1 

61 

448 

57.2 

3.79 

3.02 

3,27 

3.20 

2,2 

HOUSTON  INDUSTRIES 

12 

22 

15 

12 

1.50 

6.82 

253.5 

-12 

43 

445 

52.0 

1.60 

1.84 

1.81 

1,91 

3,1 

ILLINOVA 

12 

27 

22 

11 

1.12 

4.23 

75.7 

-12 

63 

311 

68,1 

1.96 

2.52 

3.05 

2,65 

4,5 

LG&E  ENERGY 

12 

25 

12 

16 

1.15 

4.69 

66.3 

16 

23 

153 

23.6 

1.26 

1.57 

1,32 

1,65 

3,0 

LONG  ISLAND  LIGHTING 

12 

20 

20 

9 

1.78 

8.96 

120.2 

22 

37 

162 

73.0 

2.10 

2.13 

2.11 

2.16 

2,3 

MIDAMERICAN  ENERGY  HOLDINGS 

12 

15 

12 

10 

1.20 

8.00 

100.8 

-10 

16 

161 

28,8 

1.22 

1.46 

1.44 

1,45 

6,2 

NEW  ENGUND  ELECTRIC  SYSTEM 

12 

34 

26 

11 

2.36 

6.89 

64.9 

-14 

37 

230 

48.7 

3.15 

3.25 

3.36 

3.31 

1,8 

NEW  YORK  STATE  ELECTRIC  8.  GAS 

12 

22 

25 

8 

1.40 

6.47 

70,1 

-18 

41 

224 

53.1 

2.49 

2,57 

2.54 

2.63 

3.8 

NIAGARA  MOHAWK  POWER 

12 

9 

18 

7 

0.00 

0.00 

144.4 

-8 

43 

275 

86.1 

1.44 

1,19 

1.13 

1.21 

18.2 

NIPSCO  INDUSTRIES 

12 

39 

18 

14 

1.68 

4.34 

60,8 

-1 

51 

331 

56.8 

2,72 

2.82 

3.14 

2.95 

2,0 

NORTHEAST  UTILITIES 

12 

12 

19 

17 

1.00 

8.42 

128.2 

-51 

32 

203 

93.4 

2,24 

0.68 

1,03 

1.19 

45,4 

NORTHERN  STATES  POWER 
OHIO  EDISON 

12 

47 

31 

13 

2.76 

5.86 

69,1 

-3 

31 

339 

37.7 

3,91 

3.70 

4.19 

3.81 

1,3 

12 

23 

16 

1 1 

1.50 

6.52 

152,6 

-2 

36 

328 

51.1 

2,05 

2,10 

1.61 

2,15 

1,9 

OKUHOMA  GAS  &  ELECTRIC 

12 

41 

24 

13 

2.66 

6.47 

40,4 

-4 

25 

203 

40.3 

3,05 

3,20 

3.14 

3.19 

2,8 

mmmmm 
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The  birth 

(fa 
new  star 

maybe, 

but 
at  Nikon 
it's  business 
as  usual. 


Sure,  we're  proud  of  our  new  Nikon  F5  SLR,  After  all,  it  took  10  years  to  develop  a  camera  that  meets  —  and  exceeds  — 
the  demanding  needs  of  the  pros.  But  we  do  much  more  than  produce  top-flight  photographic  and  imaging  equipment; 
Nikon's  at  work  in  an  array  of  industrial  fields  as  well.  Our  steppers,  for  example,  use  the  finest  degree  of  precision  available 
in  the  manufacture  of  semiconductors.  And  Nikon  offers  a  range  of  other  products  —  like  our  biological  microscope  — 
that  play  a  major  role  in  today's  medical  and  biotechnology  applications.  These  are  just  a  few  of  the  many  Nikon 
products  that  people  the  world  over  rely  on  for  a  wide  variety  of  needs.  Because  at  Nikon,  excellence  is  a|l  in  a  day's  work. 


The  only  squeaks  and  rattles 


Who  would  obiect  lo  decibels 
of  delight  coming  from  the  back 
of  iheir  cor? 

Or  lo  not  having  lo  slroin  lo 
hear  a  conversalion,  or  listen 
to  the  radio? 

What  we  at  Volkswagen  find 


most  obiectionoble  is  the  idea  of 
having  to  listen  to  the  irritating 
results  of  slipshod  engineering 
and  shoddy  workmanship. 

Which  is  why,  for  over  six 
decades,  we've  built  perhaps  the 
soundest  cars  on  the  road.  To 


us,  silence  isn't  so  much  golden 
as  dull  grey. 

It's  the  colour  of  the  high  tensile 
sleel  that  we  mould  into  a  rigid 
passenger  safety  cell. 

Inside,  underneath  and  all 
around  that  sturdy  steel  cell,  our 
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FOR  INFORMATION  ON  IHE  COMPLETE  VW  RANGE  CONTACT:  EUROPEAN  MOTOR  DISTRIBUTORS  ITD  NEW  ZEAIAND  U  I 

AUTO  GTI  PTE  ITD  SINGAPORE  65-33663^4  •  UNIVERSAL  MOTOR  TRADERS  ITD  TAIWAN  8a6-2-7380  I  23  •  GEf  V  AN 


lyouMI  ever  hear  in  a  Volkswagen. 


engineers,  robots  and  computers 
quietly  go  about  their  business. 

They  torture  bodywork.  They 
give  axles  and  wheel  mountings 
the  third  degree. 

And  if  something  should  squeal 
during  all  this  merciless  testing, 


they  get  rid  of  it. 

Why  do  we  bother  to  go  lo  such 
lengths  when  we  could  moke 
our  cars  a  lot  cheaper  and  sell 
a  lot  more? 

Because  we  believe  thai  there's 
something  extremely  important 


you  should  know  when  you  buy 
a  family  car. 

Thai  it's  more  lhan  just  sound. 


T>\  Volkswagen. 

The  name  you  can 


re 


ly  on. 
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DTOR   WORK  CO    LTD  THAILAND  6/j-2-'9386077- 1  0  1  •  PROTON  PillPINAS  CORPOR AllOr  i  PHI LIPPINES  6.1  ? -^i 3  I  .1 6  ?  I  . 
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Since  we  first  started  business  in  Asia,  Amoco  Chemical 
lias  tal<en  a  broader  perspective.  Even  as  a  $6  billion 
global  company,  looking  at  the  wider  implications 
J  '  MjCt  J90  "^^^^s  doing  our  utiViost  to  remain 
*  custbmer-focused.  As  a  result,  we've 

f/^%CD  iy]IJC1/|/  renewed  our  commitment 
mm^CMm   If  fill  If  If  to  invest  in  Asia-based 
liiy^O   plants  so  products  are  more  readily  available 
'  to  our  customers  in  the  region. 

{.^.^^  We're  continuing  our 

commitment  to  invest  in  Asia  by 
.       building  and  expanding  our 

ffe    operations  and  joint  ventures 
W  throughout  the  region.  Including 
?    Malaysia,  Indonesia,  Singapore, 
1^   Taiwan,  Japan,  Korea  and  China. 
Today,  Amoco  Chemical 
offers  the  broadest  range  of  high 
performance  resins.  We  rank  as 
'  '    ifei^  world's  leading  producer 

^^^^^   of  PTA  (purified  terephthalic 
acid),  PIA  (purified 
'^'h^^   isophthalic  acid),  TMA 

(trimellitic  anhydride),  FX 
1,^        (paraxylene)  and  PB 
(polybutene).  We  are 
also  the  second  largest 
i  V'    i>>  '  producer  of  PP 
Jt      ifl-  (Po'yPi'opy'ene)  and 
4  *^      T 1  the  world's  leading 
l^i^v  i*^     supplier  of  alpha- 
^Ps  '         olefins  and  woven  PP 
fabrics  as  well. 
|AyyL  Take  a  good  look  at 

.f^^^  today's  Amoco  Chemical. 
You'll  see  just  how 
much  we're  doing  to  help 
Vj     you  grow. 


Amoco  Chemical 

TU  ctt4iJ^it>>A^  lAffy^  fit  i\*MO0.^ 

Amoco  Chemical  Asia  Pacific 

1 6th  Floor,  Great  Eagle  Centre 

23  Harbour  Road,  Warichai,  Hong  Kong 

Telephone:  (852)  2586-8899,  Fax  (852)  2827-1609 

Other  offices  In  Beijing,  Tolqfo,  Bangiwk, 
Singapore  and  Sydney. 


©1996  Amoco 


INVESTMENT  OUTLOOK  SCOREBOARD 


EARNINGS  PER  SHARE 


1997  ESTIMATES 


BOOK 

P-E 

1996 

1936 
MARKET 

199G 

mim 

BASED 

FROM  ANALYSTS 

RtCENT 

VALUE 

PATin 

DIVI- 

SHRS. 

VALUE 

in^lllUIIUNAL 

TURN- 

1996 

ON 

l/R/F/S  UJBIJ. 

COMPANY 

SHARE 

PER 

1996 

DEND 

YIELD 

OUT 

HOLDINGS 

UVtH 

1995 

flUKI  VCT 

AitALlol 

5-YR. 

CON- 

TION 

FY 

PRICE 

SHARE 

EST. 

RATE 

% 

MILS. 

% 

% 

NUMBER 

% 

ACTUAL 

EST, 

TREND 

SENSUS 

% 

PACIFIC  GAS  &  ELECTRIC 

12 

24 

21 

10 

1.20 

4.97 

410.4 

-16 

44 

437 

55.9 

2.99 

2,50 

2.70 

2.07 

8.7 

PACIFICORP 

12 

21 

13 

13 

1.08 

5.14 

294.6 

3 

40 

450 

39.1 

1,64 

1,59 

1.79 

1,67 

o.u 

PECO  ENERGY 

12 

26 

21 

10 

1.80 

7.06 

222,5 

-15 

42 

429 

57.1 

2,64 

2,50 

2.54 

2!68 

4.5 

PINNACLE  WEST  CAPITAL 

12 

31 

23 

13 

1.10 

3.53 

87,4 

8 

65 

275 

55,4 

2,28 

2,38 

2.68 

2,42 

3.7 

POTOMAC  ELECTRIC  POWER 

12 

26 

16 

14 

1.66 

6.38 

118,5 

-1 

25 

225 

38,2 

0.65 

1,81 

1.13 

1,87 

3.7 

PP&L  RESOURCES 

12 

23 

17 

11 

1.67 

7.30 

162,3 

-7 

27 

259 

29,0 

2.05 

2,02 

1.86 

2,06 

2.9 

PUBLIC  SERVICE  CO.  OF  COLORADO 

12 

39 

22 

14 

2.10 

5.38 

64,1 

12 

34 

251 

34,8 

2,65 

2,83 

2.87 

2,92 

3  4 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

12 

29 

22 

11 

2.16 

7.55 

240.8 

-8 

35 

399 

44,0 

2,71 

2,63 

2.84 

2!64 

ZJ 

SCANA 

12 

27 

16 

14 

1.47 

5.39 

105.6 

-3 

44 

242 

24,8 

1,70 

1,97 

1.91 

2,06 

3.4 

SOUTHERN 

12 

22 

13 

13 

1.26 

5.66 

673.6 

-9 

26 

576 

33^7 

L66 

L74 

1J9 

1,80 

2.2 

TECO  ENERGY 

12 

24 

11 

15 

1.12 

4.59 

117.3 

-4 

40 

311 

34,7 

1,60 

1,68 

1.72 

1,76 

1.7 

TCVAC  tITII  ITICC 

(C  / 

1  rj 
i  c. 

2,10 

5.32 

224.6 

-4 

51 

579 

55,9 

-0,61 

3.28 

3.17 

3,34 

2.1 

UNICOM 

12 

ZJ 

28 

9 

1.60 

6.01 

215.6 

-18 

57 

489 

62,0 

3,07 

2,90 

7.35 

3.03 

3.6 

UNION  ELECTRIC 

12 

40 

22 

14 

2.54 

6.39 

102.1 

-5 

27 

307 

40,0 

2,95 

2.94 

2.94 

3.07 

2.0 

WESTERN  RESOURCES 

12 

32 

25 

12 

2.06 

6,51 

64.2 

-3 

33 

195 

69,2 

2,71 

2.64 

3.11 

2.71 

3.7 

UJUCCI  ADDATHD  TCPUUni  flCICC 

16 

8 

15 

U.iii 

0.73 

161.3 

-12 

25 

176 

39,0 

0.75 

1.12 

1.04 

1.24 

2.4 

WISCONSIN  ENERGY 

12 

27 

17 

13 

1.52 

5.68 

111.3 

-12 

38 

310 

38,4 

2.13 

2.08 

2.10 

2.16 

3.7 

(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  AVERAGE 

37 

18 

20 

1.09 

3.11 

61.9 

33 

45 

268 

51.7 

0.91 

2.15 

2.17 

2.29 

5.2 

AGL  RESOURCES 

09 

21 

11 

15 

1.08 

5.11 

55.5 

8 

22 

158 

27,5 

0.50 

1.37" 

0.91 

BROOKLYN  UNION  GAS 

09 

31 

18 

13 

1.42 

4.54 

49.8 

8 

27 

187 

33.0 

1.90 

2.48* 

2.56 

2.12 

1.4 

COLUMBIA  GAS  SYSTEM 

12 

65 

27 

15 

0.60 

0.93 

55.2 

65 

48 

297 

63.8 

-8.57 

4.29 

6.42 

4,42 

4.1 

CONSOLIDATED  NATURAL  GAS 

12 

57 

23 

18 

1.94 

3.40 

94.8 

28 

44 

452 

52.5 

0.23 

3.17 

0.99 

3,30 

3.6 

EL  PASO  NATURAL  GAS 

12 

50 

20 

18 

1.39 

2.78 

36.2 

84 

57 

234 

74.5 

2.47 

2.81 

2.91 

3  09 

4  2 

ENSERCH 

12 

23 

11 

56 

0.20 

0.86 

69.2 

45 

67 

273 

87.6 

0.02 

0.42 

0.26 

0J8 

2L8 

EQUITABLE  RESOURCES 

12 

31 

21 

20 

1.18 

3.87 

35,1 

-2 

56 

156 

45.4 

0.04 

1.52 

0.26 

1.93 

6.7 

K  N  ENERGY 

12 

41 

17 

19 

1.04 

2.56 

30,2 

50 

39 

153 

35.2 

1.83 

2.15 

1.61 

2.47 

2.0 

MCN 

12 

29 

11 

18 

0.97 

3.37 

67,2 

25 

44 

234 

32.3 

1.49 

1.62 

2.02 

1.80 

2.2 

NATIONAL  FUEL  GAS 

09 

43 

23 

15 

1.68 

3.94 

37,7 

28 

31 

183 

33.7 

2.03 

2.78* 

2.79 

2.80 

5.0 

NICOR 

12 

37 

15 

16 

1.32 

3.62 

19.8 

31 

43 

309 

38.5 

1.96 

2.35 

2.29 

2.41 

4.6 

NORAM  ENERGY 

12 

16 

6 

21 

0.28 

1.81 

136.9 

92 

47 

279 

86.3 

0,47 

0.73 

1.14 

0.80 

10.0 

ONEOK 

08 

28 

15 

14 

1.20 

4.36 

27.3 

21 

48 

237 

46.3 

1,58 

1.93* 

1.88 

2.05 

NM 

PACIFIC  ENTERPRISES 

12 

31 

16 

14 

1.44 

4.70 

85.0 

12 

50 

348 

52.3 

2,12 

2.23 

2.44 

2.29 

1.7 

PANENERGY 

12 

44 

16 

19 

0.96 

2.18 

151.0 

59 

61 

506 

56.3 

2,03 

2.36 

2,74 

2.58 

3.1 

PEOPLES  ENERGY 

09 

36 

20 

12 

1.84 

5.08 

35.0 

14 

39 

255 

45.6 

1,78 

2.96* 

2,48 

2.49 

4.0 

SONAT 

12 

52 

18 

23 

1.08 

2.09 

TEJAS  GAS 

12 

44 

21 

23 

0.00 

0.00 

UTILICORP  UNITED 

12 

27 

21 

12 

1.76 

6.55 

WESTERN  GAS  RESOURCES 

12 

19 

15 

34 

0.20 

1.06 

WILLIAMS 

12 

56 

30 

18 

1.35 

2.42 

86.3 

45 

63 

514 

80.1 

2.24  2.26 

3.10 

2.45 

7,3 

20.5 

46 

43 

87 

41.4 

1.41  1.89 

2.53 

2.28 

2,6 

46.7 

-7 

21 

151 

46.6 

1.71(b)  2.16 

2.00 

2,28 

2,2 

25.8 

17 

28 

60 

41.7 

-0.84  0.55 

0.55 

0,68 

10,3 

105.0 

30 

60 

550 

64.8 

2.78  3.14 

3.75 

3,59 

3,9 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  Identifies  the  Scoreboard  category  under  which  it  is  listed 


AiPIOc 

Abbott  Laboratories  12d 

ACNielsen  21  e 

Advanced  Micro  Sd 

ADVO  21  il 

Aetna  171) 

AFLAC  nb 

AGCO  ISc 

AGL  Resources  24b 

Alimanson  (H.f.l  I7c 

Air  Express  Intl.  23c 

Air  Products  &  Cfiemicals  4 

Airborne  Freight  23c 

AirTouch  Communications  22a 

AK  Steel  Holding  16h 

Alaska  Air  Group  23a 

Albemarle  4 

Alberto-Culver  6d 

Albertson's  10c 

AIco  Standard  5 

Alcoa  163 

Alexander  &  Alexander  1 7a 

Alexander  &  Baldwin  23d 

Allegheny  Power  24a 

Allegheny  Teledyne  5 

Allergan  12)1 

Alliant  Techsystems  15a 

AllredSignal  5 

Allmerica  Financial  17b 

Allmerica  Property  S  Cas.  17b 

Allstate  17b 

Alltel  22b 

Alumax  16a 

Amdahl  18b 

Amerada  Hess  11a 

America  Online  18c 


America  West  23a       ' ' 
American  Bankers  Insurance  17b 
American  Brands  6e 
American  Electric  24a 
American  Express  173 
American  Financial  Group  17b 
American  General  17b 
American  Greetings  14d 
American  Home  12b 
American  Intl.  Group  17b 
American  National  17b 
American  Standard  133 
American  States  Financial  17b 
American  Stores  10c 
AmeriSource  Health  1 2a 
Ameritech  22b 
Amgen  12b 
Amoco  11a 
AMP  9d 
AMR  23a 

AmSouth  Bancorporation  3c 
Anheuser-Busch  8c 
Anixter  International  5 
Aon  17b 
APL  23d 

Apple  Computer  18b 
Applied  Materials  15c 
Apria  Healthcare  Group  12c 
Arcadian  4 
Archer  Daniels  10b 
Arcn  Chemical  4 
Arkansas  Best  23d 
Armco  16b 
Armstrong  World  6b 
Arrow  Electronics  21b 
Arvin  Industries  2b 
Asarco  16c 

Ascend  Communtcalions  18c 


Ashland  11a 

Associates  First  Capital  17a 
AST  Research  18b 
AT&T  22a 

Atlantic  Richfield  11a 

Automatic  Data  18c 

AutoZone  8 

Avery  Dennison  15a 

Avnet21b 

Avon  Products  6d 

AVXSd 


Baker  U.)  8 
Baker  Hughes  lib 
Ball  7a 

Bally  Entertainment  14c 
Baltimore  G8E  24a 
Banc  One  3h 
Bancorp  Hay/aii  3d 
Bank  of  Boston  3a 
Bank  of  New  York  3a 
BankAmerica  3d 
Bankers  life  Holding  17b 
Bankers  Trust  3a 
Banta  21d 
Bard  (C.R.I  12d 
Barnes  h  Noble  8 
Barnett  Banks  3c 
Bausch  &  Lomb  12d 
Baxter  International  12d 
Bay  Networks  18c 
Bear  Stearns  17a 
Beanngs  21b 
Becton,  Dickinson  12d 
Bell  Atlantic  22b 
BellSouth  22b 
Bemis  7b 


Beneficial  t7a 
Bergen  Brunswig  12a 
Berkley  (W.R.)  17b 
Best  Buy  6b 
Bethlehem  Steel  16b 
Beverly  Enterprises  12c 
Bindley  Western  Inds.  12a 
Slack  j.  Decker  15b 
Block  (HiR)17a 
Boatmen's  Bancshares  3b 
Boeing  1 

Boise  Cascade  19a 
Boise  Cascade  Oflice  Prods.  21  b 
Borders  Group  8 
Borg-Warner  Automotive  2b 
Boston  Edison  24a 
Boston  Scientific  12d 
Bowalcr  19b 
Briggs  i  SIratlon  15c 
Brinker  International  14a 
Bristol-Myers  Squibb  12b 
Brooklyn  Union  Gas  24b 
Brown  Group  6a 
Brown-Forman  6c 
Browning-Ferns  21c 
Brunswick  14d 
BT  Office  Products  21b 
Burlington  Coat  Faclory  8 
Burlington  Industries  ISd 
Burlington  Northern  Santa  fe  23b 


Cabletron  Systems  18c 
Cablevision  Systems  20a 
Cabot  4 

Cal  Fed  Bancorp  17c 
Caliber  System  23d 
Campbell  Soup  10b 


Capital  One  Financial  17a 
Cardinal  Health  12a 
Carnival  14d 
Carolina  Power  24a 
Carson  Pirle  Scott  8 
Case  15c 
Caterpillar  15c 
CDI21e 

Cenlerior  Energy  24a 
Centex  13b 

Central  S  South  West  24a 
Ceridian  16c 
Champion  IntI,  13b 
Charming  Shoppes  8 
Charter  One  Financial  17c 
Chase  Manhattan  3a 
Chesapeake  19b 
Chevron  11a 

Chiquila  Brands  Intl.  10b 
Chiron  12b 
Chrysler  2a 
Chubb  17b 
Cigna  17b 
Cincinnati  Bell  22b 
Cincinnati  Financial  17b 
Cincinnati  Milacron  15b 
CINergy  24a 
Circuit  Cily  Stores  6b 
Circus  Circus  14c 
Cirrus  logic  9d 
Cisco  Systems  18c 
Citicorp  3a 
Cloroi  6d 
CMS  Energy  24a 
CNA  Financial  17b 
Coastal  11a 
Coca-Cola  6c 
Coca-Cola  Enterprises  8c 


Cognizant  21  e 
Colgate-Palmolive  6d 
Collins  &  Aikman  15d 
Coltec  Industries  15c 
Columbia  Gas  24b 
Columbia/HCA  Healthcare  12c 
Comcast  20a 
Comdisco  18c 
Comerica  3b 
Commercial  Metals  16b 
Compaq  Computer  16b 
Compuliom  Systems  18a 
CompUSA  18c 
Computer  Associates  18c 
Computer  Sciences  18c 
ConAgra  tOb 
Conrail  23b 
Conseco  17b 
Consolidated  Edison  24a 
Cons.  Freighlways  23d 
Cons.  Natural  Gas  24b 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Continnnlal  Airlines  23a 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  S  Rubber  2c 
Coors  (AdolphI  6c 
CorcStates  Financial  3a 
Corning  ISa 
Corporate  Express  8 
Countrywide  Credit  17a 
Cox  Communications  20a 
CPC  Inlcmalional  10b 
Crane  21b 
Crestar  Financial  3c 
Crown  Central  Petroleum  11a 
Crown  Cork  t  Seal  7a 


Crown  Vantage  19b 
CSX  23b 

cue  International  2l8 
Cummins  Engine  2b 
CVS  12a 

Cyprus  Amax  Minerals  16c 
(^ec  Industries  4 


Dana  2b 

Danaher 15b 

Darden  Restaurants  14a 

Data  General  18b 

Dayton  Hudson  8 

Dean  foods  10b 

Dean  Witter,  Discover  17a 

Deere  ISc 

Dell  Computer  18b 

Delta  Air  lines  23a 

Deluxe  18a 

Detroit  Diesel  2b 

Dexter  4 

Dial6d 

Digital  Equipment  18b 
Dillard  8 

Dime  Bancorp  17c 
DiMon  6e 
Disney  (Walt)  14b 
Dole  Food  lOb 
Dollar  General  8 
Dominion  Resources  24a 
Donaldson,  lufkin  A  Jcnrette  1 7a 
Donnelley  (R-R.)21d 
Dover  15c 
Dow  Chemical  4 
Dow  Jones  20b 
Dresser  industries  15c 
DSC  Communs.  22a 
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Editorials 


THE  NEW  ECONOMY  NEEDS  FREE  TRADE 


Tlie  New  Economy  is  a  wonderful  thing  to  behold.  In 
1996,  it  gave  us  steady  economic  gi-owth,  healthy  coi-po- 
rate  profits,  modest  inflation,  and  low  unemployment.  It 
changed  the  historical  valuation  of  equity  prices  and  sent 
the  stock  market  to  new  highs.  It  also  gave  us  a  record 
ti-ade  deficit,  a  record  level  of  foreign  indebtedness,  and  a  re- 
minder that  the  Achilles'  heel  of  the  New  Economy  is  its  de- 
pendence on  open  global  markets.  But  while  a  consensus 
has  emerged  in  Washington  to  solve  the  federal  budget 
deficit,  there's  nothing  of  the  sort  concerning  America's  chron- 
ic trade  deficits.  If  1997  is  to  prove  as  successful  to  investors, 
employees,  and  managers  as  1996,  U.S.  corporations  will 
have  to  paiticipate  in  rebounding  Asian,  European,  and  Latin 
American  gi-owth  as  never  before.  But  that  will  requii'e  de- 
cisive action  by  the  new  White  House  economic  team  and 
Congi-ess  to  bring  China  into  the  World  Trade  Organization  as 
an  open  economy,  resist  competitive  devaluations  against  the 
dollai',  and  roll  back  the  growing  strength  of  mercantilism 
over  free  markets,  especially  in  Asia. 

For  it  is  expoits  of  high-tech  goods  and  services  that  are  the 
elbdr  of  New  Economy  health.  They  are  super-growth  boosters, 
accounting  for  30%  of  all  U.  S.  gross  domestic  product  growth 
since  1985.  Exports  account  for  nearly  half  of  sales  of  comput- 
ers and  peripherals,  semiconductor  chips,  aircraft,  software, 
and  entertaimnent  products.  Companies  that  export  tend  to 
grow  faster,  have  higher  productivity,  and  pay  higher  wages 
than  the  avei"age  American  company.  Barriers  that  deprive  the 
U.  S.  of  the  benefits  of  exports  directly  hurt  the  New  Economy. 

ASIA'S  MERCANTILIST  PULL  

Just  as  the  cold-wai-  world  was  divided  into  communist  and 
capitalist  nations,  so  today's  global  economy  is  dividing  into 
free-market  capitalists  and  mercantilists.  Call  it  "bipolar  cap- 
italism." Through  the  mid-'80s,  the  U.  S.  and  its  free-market 
poUcies  dominated,  pulling  a  reluctant,  more  statist  Conti- 
nental Europe  along  while  accepting  Japan's  mercantilism 
as  the  price  to  pay  for  its  anticommunism.  But  as  fast-grow- 
mg  Asian  nations  copy  the  Japanese  model,  the  center  of 
gravity  of  the  global  economy  is  shifting  to  a  mercantilist  Pa- 
cific Basin  and  away  from  the  free-market  Atlantic.  As  long  as 
this  continues,  the  New  Economy  cannot  live  up  to  its  po- 
tential. Imports  will  always  exceed  exports,  regardless  of 
the  quality  of  U.S.  goods  and  services  or  the  prudence  of 
U.S.  fiscal  and  monetary  policy. 

So  strong  is  the  mercantilist  pull  that  it  is  di-awing  old  sta- 
tist economies  back  into  the  fold.  In  recent  weeks,  French  of- 
ficials have  engaged  in  beggar-thy-neighbor  campaigns  of  tallc- 
ing  the  dollar  up  to  promote  theia-  own  counti-y's  exports. 
Even  the  Gennans  are  talking  the  dollar  up.  Unwilling  or 
unable  to  downsize  theii-  governments,  privatize  state-owned  in- 
dustries, cut  taxes,  and  deregulate  to  generate  domestic 
growth,  a  parade  of  countries  is  turning  to  mercantile  tactics 
for  expansion. 


Europe  and  Japan  have  long  said  that  the  U.S.  trade 
deficit  is  the  U.  S.'s  awn  fault.  First  they  said  American 
products  were  shabby  and  uncompetitive.  Perhaps  that  was 
true  in  the  '80s,  but  it  is  hardly  true  of  today's  New  Economy, 
high-tech  products.  Then  they  argued  that  both  the  trade  and 
budget  deficits  were  a  result  of  inadequate  U.S.  savings. 
Yet  today,  the  U.S.  budget  deficit  as  a  percent  of  GDP  is 
lower  than  those  of  Japan,  France,  or  Germany,  which  ai-e  all 
running  trade  surpluses. 

WHAT  TO  DO  

Indeed,  gross  savings  in  the  U.  S.  have  doubled  from  $750  bil- 
Uon  in  1984  to  $1.24  trillion  in  the  second  quarter  of  1996. 
Corporate  savings  have  jumped  from  $502  billion  to  $880 
billion,  while  government  savings  have  gone  from  minus  $112 
billion  to  plus  $123  bilhon.  The  ti-uth  is  that  sa\ings  are  a 
function  of  exports,  not  the  other  way  around.  Tlie  more  a 
country  exports,  the  more  it  gi-ows  and  the  more  it  saves. 
U.S.  exports  have  been  growing  at  double-digit  levels  for 
years.  But  they  have  lagged  behind  the  even  faster  gi'owUi  of 
imports.  Had  the  rate  of  export  growth  matched  that  of  im- 
ports, U.S.  grovi^h  and  national  savings  would  be  signifi- 
cantly higher  today. 

For  the  New  Economy  to  keep  prospeiing,  the  U.  S.  needs 
a  connmercial  diplomacy  aimed  at  rolling  back  mercantilism 
and  ending  the  bipolar-capitalist  division  of  the  global  econo- 
my. The  attempt  at  competitive  devaluations  against  the  dol- 
lar should  be  countered  in  the  foreign  exchange  markets. 
Even  at  the  current  yen-doUai*  level,  the  Japanese  ai-e  picking 
up  market  share  in  the  U.S.  auto  mai'ket,  slowing  sales  of 
American  cars  in  Tbkyo,  and  blunting  Korea's  competitiveness 
in  world  markets  (the  won  is  partly  tied  to  the  dollar). 

Washington  must  also  negotiate  the  right  deal  for  Chi- 
na's entry  into  the  WTO.  This  is  the  key  to  whether  the 
world  economy  goes  mercantilist  or  fi-ee  mai'ket  in  the  21st 
century.  The  U.  S.  must  pei-suade  Cliina  to  accept  a  transition 
that  leads  to  a  fuU  opening  of  its  domestic  economy.  If  Cliina 
becomes  a  mercantile  behemoth,  eveiyone,  including  the 
U.S.,  vnll  go  to  managed  trade,  with  devastating  conse- 
quences for  the  vital  industries  of  the  New  Economy. 

Washington  must  also  continue  to  pressure  Japan  to  open 
up.  The  timing  is  good,  because  Japan's  high-cost  economy  is 
sending  investment  and  jobs  outside  the  countiy  wliile  tra- 
ditional government  pump-priming  isn't  woi'ldng.  Recognizing 
the  need  to  deregulate,  Tbkyo  has  just  cut  a  sui-prising  deal 
with  the  U.  S.  to  open  Japan's  huge  insm-ance  market.  Final- 
ly, the  U.S.  should  keep  the  heat  on  in  multilateral  trade 
talks.  It  won  big  in  Singapore  by  getting  Em-ope  to  agi-ee  to 
cut  tariffs  on  information-tech  products,  vital  to  the  New 
Economy.  The  next  step  is  telecommunications,  then  finance. 

The  triumph  of  mercantilism  would  end  the  New  Econo- 
my's promise  of  generating  wealth  for  eveiyone.  Foi"  1997  and 
beyond,  the  challenge  is  to  keep  trade  fi-ee. 
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France  Telecom. 
Let's  build 
the  world  to  come. 

France  Telecom  puts  its  capacity  for  innovation  into 
action  with  one  goal  in  mind:  making  the  world  a  smaller 
place  for  our  customers. 

France  Telecom  invests  over  a  billion  dollars  each  year  in 
research  and  development,  most  of  wliich  is  done  through  CNET, 
a  world  leader  in  telecom  studies  and  Europe's  largest  communi- 
cations research  center.  Its  prime  objective  is  to  provide  custo- 
mers with  innovative  services  and  to  improve  France  Telecom's 
performance  through  new  network  solutions.  As  an  example, 
CNET  was  instrumental  in  developing  Minitel,  GSM  and  ATM. 

When  service  and  innovation  are  key,  you  can  count  on 
France  Telecom,  a  world-class  operator  with  activities  in  over  50 
countries  and  $  29.6  billion  in  annual  revenues. Together  we  can 
build  the  world  to  come. 

http://www.francetelecom.fr 
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Spotlight  on  Mauritius 


EDITED  BY  HARRY  MAURER 


A  TIGER  IS  BORN 
OFF  AFRICA... 

The  guard  at  Plaisance  Airport  stares  silently 
at  the  toiu-ist  who  has  just  asked:  "Is  Mauii- 
tius  in  Afi-ica,  or  is  it  in  Asia?"  It's  a  tough  ques- 
tion. Politically  and  geogi'aphically,  this  clump  of 
rock  in  the  Indian  Ocean  is  part  of  Africa.  Cul- 
tiu-ally,  it's  a  muddle:  Over  60%  of  the  1.1  milhon 
Mauiitians  ai-e  of  Indian  descent,  and  most  is- 
landers prefer  to  speak  French  or  Creole  over 
English,  the  official  language.  But  economically, 
the  island  looks  more  Uke  Asia,  having  un- 
dergone a  "Mauritius  Miracle"  in  the  1980s 
that  pushed  per  capita  income  to  $3,005  in 
1995,  among  the  highest  in  Africa. 

And  now,  to  confuse  matters  even  more, 
the  country  plans  to  carve  out  a  prime 
spot  for  itself  in  the  global  economy  by  be- 
coming "the  Singapore  of  Africa."  It  won't 
be  easy,  but  the  notion  isn't  laughable. 
Mauritians,  having  beaten  the  economic  odds 
once,  are  convinced  they  can  do  it  again. 
PLAYGROUND.  Some  mystery  still  attaches  to 
the  mii'acle,  because  other  African  nations  en- 
acted similar  reforms,  but  vnth  far  skimpier  re- 
sults. "Everyone  asks  how  we  did  it,"  says  Chand 
Bhadain,  head  of  the  Mauritius  Export  Develop- 
ment &  Investment  Authority.  The  key  was  a 
series  of  free-market  reforms  beginning  in  1983 
that  included  slashing  corporate  taxes  in  half  and 


i'Ki'ii..    .,  .  .    .  ,  ..  1 , 1 ,   uch  incentives,  Mau- 

ritius lured  foreigners,  mostly  fi-om  Hong  Kong, 
to  ship  raw  materials  for  clothing  and  other  tex- 
tiles to  the  island  for  assembly.  Earnings  fi'om 
this  sector  quickly  eclipsed  sugar  exports.  Last 
yeai-  textile  expoits  brought  in  $950  million,  while 
sugar  eai-ned  $320  million.  The  island  also  sold  it- 
self as  a  high-end  tourism  destination  and  is  now 
known  as  a  playgi-ound  for  rich  Eiu-opeans. 
In  a  decade,  these  moves  transformed  Mauri- 


CANE  FIELDS 

Sugar  exports, 
once  the 
backbone  of 
the  economy, 
have  rapidly 
been  eclipsed 


tius  from  an  agiicultural  economy  with  a  gi-oss 
domestic  product  of  $1.5  bilhon  to  a  diversified 
one  with  a  1995  GDP  of  $3.3  bilhon.  Compare  this 
with  Kenya,  which  has  30  times  the  population 
and  a  gdp  of  only  $7  billion. 

Wliy  did  these  refoi-ms  work  better  in  Mauri- 
tius than  did  similar  ones  in  Kenya  or  even  in 
economically  successful  Botswana?  Bhadain,  gi'op- 
ing  for  an  explanation,  reels  off  a  list:  first,  the 
"entrepreneurial  culture,"  a  euphemism  for  the 
ethnic  majority  descended  from  India's  trading 
caste.  Second,  political  stabiUty:  Mauritius  has 
been  largely  democratic  since  1968.  And  finally, 
sohd  infrastructure:  The  government  has  put 
its  new-found  wealth  to  good  use  in  transport 
and  telecom  systems.  Bhadain  ends  by  rais- 
ing his  hands  skyward  and  saying,  "I  sup- 
pose we've  just  been  lucky." 

No  kidding.  With  the  exception  of 
Botswana,  Mauritius'  regional  neighbors 
are  all  battling  high  unemployment,  slow 
gi-owth,  and  feeble  foreign  investment. 
Meanwhile,  in  the  capital  city  of  Port 
Louis,  the  miracle  is  evident.  Streets  are 
crowded  with  folks  dressed  in  hip  European 
fashions  or  the  occasional  sari,  bustling  in  and 
out  of  new  office  buildings.  There  ai"e  almost  no 
beggars.  Shoppers  elbow  their  way  thi'ough  nar- 
row dooiTvays  that  open  into  gleaming  malls  and 
boutiques  seUing  Aimani  dress  shirts,  Pepe  jeans, 
and  cashmere  sweaters — all  made  in  Mauritius. 


...AND  ITS  CUWSMAY 
GET  SHARPER  

After  a  decade  of  boom  yeai-s,  Mamitius  is 
facing  a  new  question:  How  should  the  econ- 
omy be  fui-ther  diversified?  'We  need  more  en- 
gines of  giwvth,"  says  Raj  Makoond,  director  of 
the  Joint  Economic  Council,  a  private-sector  lob- 
bying gi'oup.  The  government's  plan  is  to  turn 
Mauritius  into  a  regional  commercial  ne.xus  for 
southem  Africa.  The  fii"st  steps  have  been  taken: 
A  new  ti-anssMpment  centei-  m  the  port  opened  in 
November  to  serve  as  a  hub  for  shipping  be- 
tween Asia,  the  Middle  East,  and  Afiica.  And 
an  "informatics  business  park"  for  data  down- 
loading and  processing  started  up  in  September 
and  has  ah-eady  been  recognized  by  Silicon  Valley 
as  a  cheap  place  to  get  work  done  via  satelUte. 

There's  one  problem:  Mauritius'  neighbor  are 
mostly  either  poor,  tiny,  war-racked,  or  some 
combination  thereof.  Tliat's  not  much  of  a  niai-ket 
to  work  with.  But  Makoond  tliinks  liis  nation  has 
a  secret  weapon:  its  unconventionality.  "Mamitius 
is  the  impossible  meeting  of  the  Cailesian  mind 
and  the  Asiiui  mind,'"  he  ai'gues.  "Tlie  Asian  mind 
shows  up  in  the  chaotic  way  of  life  here.  The 
Caitesian  mind  shows  up  in  the  bottom  line." 

By  Chris  Hall  in  Port  Louis 
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Letter  From  Chicago 


EDITED  BY  SANDRA  PALLAS 

HEADY  DAYS 
FOR  MILLINERS 


University  of  Chicago  reference  li- 
brarian Jean  McKenzie,  47,  nev- 
er wore  hats,  even  v^hen  the 
Windy  City  delivered  its  worst  winter 
weather  Then,  two  years  ago,  she  went 
to  London,  where  friends  told  her  hats 
were  de  ngueur.  So  McKenzie  tracked 
down  a  Chicago  milliner  and  ordered  a 
custom  chapeau  to  match  her  outfit. 

She  was  hooked.  "I  needed  a  hat  for 
the  winter,  then  a  straw  hat  for  the 
summer,  then  another  vnnter  hat.  Last 
year,  my  husband  got  into  it  and  bought 
me  a  hat  for  Christmas,"  she  says. 

With  hatboxes  mounting,  McKenzie 
finds  herself  au  courant.  Fashionable 
chapeaux  are  making  a  comeback  across 
the  nation.  A  Chicago  cancer  fund- 
raiser in  November,  whose  theme  , 
was  hats,  di-ew  hundreds  of  be- 
decked paiticipants.  Brasserie  Jo,  a 
popular  French  restam-ant,  desig- 
nates Thursday  evening  as  "Hat 
Night" — customers  wearing  hats 
get  a  fi-ee  dessert.  "Tlie  hats  add  a 
gi-eat  flair  to   the  restaurant. 
They're  very  retro,  very  1940s," 
says  Richard  Melman,  president  of 
Chicago's  Lettuce  Enteitain  You  En- 
terprises, which  owns  Brasserie  Jo. 

It's  quite  a  comeback.  Once,  no  self- 
respecting  woman  would  go  out  in 
public  bareheaded.  But  hats  began  to 


fade  in  the  '50s  with  teased  hairdos. 
Jacqueline  Kennedy's  pillboxes  gave  a 
brief  reprieve.  But  in  the  1970s,  feminists 
consigned  them  to  the  heap  of  sexist  ar- 
tifacts, along  with  bras  and  gh'dles. 

Part  of  the  hat  revival  has  to  do  with 
nostalgia.  But  in  Chicago  there's  a  pro- 
motional push,  too.  A  gi'oup  of  10  inde- 
pendent hatmakers,  including  Radosavli- 
jevic,  foiTned  the  Millinery  Alts  Alliance 
in  1995.  The  alliance  thi'ows  open  houses 
in  milliners'  studios  and  hat  pai'ties  in 
private  homes.  In  November,  it  spon- 
sored its  second  Hat  Walk  through 
boutiques  in  Chicago's  Lincoln  Park 
neighboi'hood.  Customei's  ai-e  mostly  pix)- 
fessional  women  in  their  30s  and  40s 

WHERE  HAT  BUYERS 
ARE  HEADING 

(Boutiques  paiiicipaling  in  tlw 
rmmlHat  Walk) 
1  ART  EFFECT  2  KIROV 
3  MADE  TO  FIT  4  MOTIF 
5  W2  Womens  Wear 


ARMITAGE  AVE. 


BEDECKED:  Hats  are  back  in  at  such 
affairs  as  this  Chicago  fund-raiser 

who  have  to  be  coaxed  into  their  fu-st 
purchase.  "I  do  lots  of  'first  hats'  for 
people,"  says  Oak  Park  (111.)  milliner 
Kate  Burch.  "You  get  them  used  to 
wearing  one  wdth  their  coat.  Then  they 
come  back  and  get  one  that  is  arty  or 
outrageous."  One  reason  women  have  to 
be  coaxed:  They  don't  know  how  to  wear 
hats  and  they  fear  "hat  hair."  So  the 
Sweet  William  boutique  in  suburban 
Hinsdale  recently  invited  20  women  to  a 
breakfast  lecture  on  how  to  select  flat- 
tering hats.  It  worked:  Participants 
snapped  up  10,  priced  up  to  $350. 

I've  been  bitten  by  the  bug  myself.  A 
few  years  ago,  I  plunked  down  $125  at 
Marshall  Field  for  a  broad-brinraied  red 
wool  job  with  a  big  black  bow  at  the 
back.  After  I  worked  up  my  nerve  to 
wear  it,  strangers  on  the  street  accost- 
ed me  with  cries  o£  "Great  hat!"  Soon,  I 
was  flaunting  it  all  the  time.  For  me,  it 
was  a  return  to  a  childhood  love:  The 
best  part  of  Easter  was  getting  down 
my  white  straw  hat  with  pink  silk  roses 
from  my  closet.  A  1966  Polaroid  pic- 
tui'es  my  grandmother,  Aunt  Earline, 
.  mother,  sister,  and  me  all  wearing  fancy 
hats.  The  Easter  1971  snapshot,  howev- 
er, shows  our  hats  had  disappeared. 

By  then,  few  women  were  bujang 
hats,  says  Barbai-a  Shutt,  former  di\d- 
sional  merchandise  manager  of  millinery 
and  wigs  for  Marshall  Field.  In  the 
1950s,  Field's  venerable  State  Street 
store  devoted  almost  25%  of  one  floor 
to  hats.  Couture  hats,  at  up  to  $500, 
were  in  the  French  Room.  Othei-s  were 
in  the  Debutante  Room  and  the  Hat 
Bai".  Recently,  Fields  added  a  full-time 
"millineiy  specialist"  to  fit  womens'  hats. 
And  it's  taking  custom  orders  for 
Evanston  (111.)  milliner  Linda  Campisano. 

There  are  signs  that  hats  may  be 
back  for  a  long  stay.  New  York's  Fash- 
ion Institute  of  Technologj'  turns  out 
some  500  millinei-s  a  yeai-,  up  from  25  a 
decade  ago.  They  dream  of  women 
like  Janice  Koeber,  an  executive 
with  H-ans  Union  Coi-p.  and  o\\nier 
of  150  hats.  "Everyone  calls  me 
the  Hat  Lady,"  she  says.  "This  is 
an  easy  way  to  retiuTi  to  elegance. 
We're  trying  to  convert  other 
women  by  example." 

My  conversion  is  complete.  I 
owni  nine.  I  just  hope  the  fashion 
mavens  don't  try  to  bring  back 
those  wliite  gloves. 

SUSAN  CHANDLER 
Based  in  Chicago,  Chandlei- 
writes  about  i-etailuig  for  business 

WEEK. 
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Every  week,  Business  Week  provides 
award-winning  coverage  of  global 
business  issues,  as  well  as  concise 
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the  intelligence  you  need  to  succeed. 
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business,  Business  Week  is  a  must  read 
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BOOK  BRIEFS 

BORN  TO  REBEL 

Birth  Order,  Family  Dynamics,  and 

Creative  Lives 

By  Frank  J.  Sulloway 

Pantheon  •  653pp  •  $30 

SIBUIVG  SYNDROME 

Why  did  Chai-les  Dai-win  pui-sue  the 
radical  idea  of  evolution  when  oth- 
er eminent  scientists  of  the  1870s  such 
as  Louis  Agassiz  rejected  it?  Could  it  be 
that  Darwdn  was  the  fifth  of  six  chil- 
dren, while  Agassiz  was  a  firstborn? 
That's  the  contention  of  Bom  to  Rebel, 
in  which  Massachusetts  Institute  of 
Technology  research  scholar  and  his- 
torian Frank  J.  Sulloway  ai'gues  that 
firstborns  tend  to  support  the  status 
quo  and  laterboms  to  rebel  against  it. 

Sulloway  begins  wth  j; ' 
a  common  observation: 
Even  though  siblings 
share  genes  and  are 
raised  in  the  same  fam- 
ily environment,  their 
personalities  can  be 
very  different.  Sul- 
loway believes  Dai-win 
had  the  answer  for 
why  that  is.  Finches  in 
the  Galapagos  Islands, 
Darwdn  found,  reduce  competition  for 
similar  foods  by  evohing  into  sepai-ate 
subspecies  with  a  i-ange  of  bill  sizes — 
thus  allowing  the  entii-e  species  to  sm-- 
vive.  Sulloway  extends  that  logic  to  hu- 
man offspring,  which,  he  says,  also 
compete  for  a  scai-ce  resom'ce,  theii"  pai- 
ents'  affections.  The  kids'  strategj^  is  to 
adopt  different  personalities. 

As  befits  theu'  pri\Tleged  position  and 
superior  size  and  strength,  fu-stbom  cliil- 
dren  tend  to  identifj'  more  closely  with 
parents  and  authority  than  do  later- 
borns.  As  mideixlogs  wlio  must  fight  for 
recognition,  younger  cliildren  are  more 
open  to  risl^-taldng,  more  likely  to  ques- 
tion autliority,  and  more  inclined  towaixl 
nonconformity.  Historical  cliange,  Sul- 
loway shows,  owes  much  to  younger 
siblings  wlio  break  molds — Voltaire. 
Tliomas  Jeffei"son.  Chai'les  Dickens,  I^ai'l 
Marx,  Mahatma  Gandlii,  Martin  Lutlier 
IQng  Jr.,  and  Ralpli  Nadei-  among  tliem. 

It's  a  tantalizing  theory,  backed  up 
by  interesting  anecdotes  and  impres- 
sive statistical  evidence.  And  an  ad- 
ditional reward  awaits  those  readers 
who  complete  tlie  600-page  book:  a 
quiz  called  "How  to  Test  Your  Own 
Propensity  to  Rebel." 

BY  LISA  SANDERS 


BusinessWeek 


INTERNATIONAL 


GET  IT  FREE  FROM 


HERE'S  HOW  TO  ACCESS  INFORMATION 
FROM  BUSINESS  WEEK  ADVERTISERS 


INT+l+609-786-4415 

for  free  infermalien  about 
advertisers  in  tiiis  issue 


FILL  OUT  THE  REVERSE  SIDE  TO  RECEIVE  YOUR  INFORMATION. 


From 


AFFIX- 
STAMP 
HERE 


A  Division  ofTheMcGraw-HiU  Companies 


BusinessWeek 


INTERNATIONAL  EDITION 


PO  BOX  4616 
WHITE  HALL 
DUBLIN  9 
IRELAND 


GET  INFORMATION  FROM 
BUSINESS  WEEK  ADVERTISERS. 


Products  /  Services 
1/ Minolta  GmbH 

2/Patek  Phillippe 

3/Siemens  Nixdorf  UK  CW 

4/Yolkswagen  Asia-Pacific 


FOR  MORE 
INFORMATION 

FAX 

INT+l+609-786-4415,  or 

MAIL 

the  card 

Order  Code  #970114 


Please  PrinI 

Nan,.     I    I    I    I    I    I    I    I    I    I    I    I    I    I  ~T1 

Business  I    I    I    I    I    I    I    I    I    M    I    I    I    I    I    I    I    I    I    I    I    I    I    I  I 


□  BUSINESS  QHOME 


Address   I    M    I    I    I    M    I    I    I    I    I    I  I    I    I    I    I  I 


Code/City  |_ 
Country  l_ 


I  I  M  I  I  M  M  M  I  I  I  I  I  I  I  I 


□  BUSINESS     □  HOME 


Telephone 


Please  check  one  responie  for  each  following  question. 

1  What  Is  your  company's  typo  of  buslnoss? 

1  □  Agricullurc  2  □  Mining,  Conslruction    3  □  Manufacturing,  Processing 

4  □  Wliolcsalc,  Rclail  'lYade  5  □  Finance,  Insurance,  Real  Estate    6  □  Government 

7  □  Transportation,  Public  Utilities  8  □  Service  Industries    9  □  Other  -  Please  Specify: 

2  What  Is  your  title? 

A  □  Chairman  of  the  Board  B  □  President  C  □  Vice  President  D  □  Treasurer,  Secretary 
E  □  General  Manager    F  □  Division  Manager  G  □  Department  Manager 
H  □  Other  Manager    1  □  Student    J  □  Other  -  Please  Specify: 

3  How  many  omployoos  In  your  company  worldwldo7 

1  □  Under  Kill  2  □  lOU-999  3  □  1,000-2499  4  □  2,500  -  4.999  5  □  5,000  -  9,999 
6  □  10,000  or  more 


BusinessWeek 


INTERNATIONAL 

Bnond  neus.  Intelligence 

^~\:. 

Requests  will  be  honoraJ 
until  March  14,1997 
Please  circle  advertisers' 
numbers 


12  3  4 


A  Dd-uiori  of  TVAIcGrawHiDOtVu'" 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROIVl  

PIPPIN  ISN'T 
RIPE  YET 


The  multimedia  set- 
top  box  handles  the 
Web,  E-mail,  games, 
and  more-inexpertly 

On  paper,  the  Pippin 
@World  looks  like  a 
winner.  This  $500  set- 
top  box,  based  on  technology 
from  Apple  Computer  and  de- 
signed by  Bandai  Digital  En- 
teitainment,  lets  you  surf  the 
Web,  do  E-mail,  play  games, 
even  w^^te  letters  and  draw 
on  your  TV.  Alas,  Pippin  pays 
a  high  price  for  all  that  ver- 
satility: It  doesn't  do  anything 
well. 

Pippin  is  plenty  poweiful, 
and  it  gets  you  out  on  the 
Web  easUy.  It  uses  a  version 
of  the  Macintosh  operating 
system  together  with  the 
PowerPC  603e  chip  used  in 
Mac  Performas.  The  unit 
hooks  up  to  your  television 
set  without  hassles,  and 
its  external 
28.8-kbps  mo- 
dem does  a  de- 
cent job  of  converting  your 
set  into  a  Web  browser.  (An 
Internet  connection  selected 
by  Pippin  costs  .$20  a  month 
for  unlimited  service  over  a 
phone  line.) 

TAKES    TWO    HANDS.  The 

problems  with  Pippin  begin 
as  soon  as  you  turn  it  on.  The 
image  quality,  especially  for 
graphics,  is  far  inferior  to  that 
of  WebTV  (BW— Aug.  26),  the 
standard  by  which  set-top 
Web  cruisers  must  be  judged. 

Controls  are  another  trou- 
blesome issue.  Instead  of  a 
mouse  or  modified  xv  remote. 
Pippin  uses  a  game  controller 
that  incorporates  a  trackball, 
two  mouse  buttons,  and  seven 
other  unlabeled  buttons.  I  had 
a  lot  of  trouble  remembering 


which  button  did  what.  A 
special  keyboard  is  available 
as  a  $70  option.  Using  the 
controller  requires  two  hands, 
although  small  children  may 
find  it  easier  to  manipulate 
than  a  one-hand  remote.  But 
if  you  want  to  switch  be- 
tween Pippin  and  broadcast 
or  cable  TV,  you'll  need  to  use 
a  separate  TV  remote.  By  con- 
trast, WebTV's  remote  can 
control  both  the  browser  and 
a  TV  or  VCR. 

Pippin  can  run  a  variety  of 


Pippin  Basics 


SOFTWARE 

Web  browser,  word  processor, 
painting  program,  and  E-mail 

CONNECTION 

28.8-l<bps  modem 

MAKER 

Bandai  Digital  Entertainment 
310  404-1600 

software  because  it  loads  each 
program  off  a  CD-ROM,  unlike 
the  less  versatile  WebTV, 
which  holds  all  its  software 
in  semipermanent  "flash" 
memory.  This  is  a  mixed 
blessing.  Pippin,  like  a  com- 
puter, takes  a  couple  of  min- 
utes to  boot  up.  And  if  you're 


browsing  the  Web  and  want 
to  send  E-mail,  you  have  to 
replace  the  @World  Browser 
disk  with  something  called  TV 
Works,  then  wait  a  couple  of 
minutes  for  a  new  progi-am 
to  load. 

CRUDE   GRAPHICS.   The  TV 

Works  disk  also  contains  word 
processing  and  drawing  soft- 
ware, but  having  tried  them, 
I'm  not  sm-e  why  it  does.  The 
drawing  program  is  very 
primitive,  but  it  might  amuse 
a  small  child.  AVhen  writing 
text,  the  TV's  limited  resolu- 
tion and  the  fact  that  you're 
sitting  across  the  room  force 
you  to  use  lai'ge  fonts.  That 
means  that  you  can't  fit  very 
many  words  on  the  screen. 
And  what  do  you  do  with  the 
document  once  it's  written? 
You  can  attach  one  of  several 
Apple  Inkjet  printers  and  a 
floppy  drive  to  Pippin.  You 
can  even  add  a  high-resolu- 
tion monitor  or  connect  over 
a  network  to  a  Macintosh. 
But  if  you  wanted  to  do  all 
that,  you  would  be  much  bet- 
ter off  with  a  real  computer. 

Oddly  enough.  Pippin  isn't 
even  a  vei-y  good  game  ma- 
chine. The  graphics  in  the 
games,  which  are  made 
just  for  Pippin,  are 
cmde,  especially  com- 
pared    with  the 
knockout  3-D  anima- 
tion of  the  hot  new 
Nintendo  64. 

Even  Apple  sees  the 
problem  with  Pippin.  Af- 
ter promising  to  create  its 
own  Pippin-based  device,  the 
company  is  now  holding  off 
while  it  rethinks  the  mai'ket. 
No  wonder.  The  Pippin  de- 
signers apparently  felt  that 
since  they  had  a  multipurpose 
processor  available,  they  had 
to  use  all  its  abilities.  By  con- 
trast, consider  the  Nintendo 
64  and  WebTV.  Both  are  built 
around  processors  that  were 
originally  designed  for  Silicon 
Graphics  workstations,  but 
each  product  is  optimized  to 
do  one  thing  really  well.  For 
the  price  of  Pippin,  you  could 
buy  one  of  each  and  get  both 
a  better  browser  and  a  better 
game  console. 


BULLETIN  BOARD 


PRINTERS 
COLOR  PRICE  BREAK 

If  you  need  very  high-quality 
color  printing  at  a  bargain 
price,  take  a  look  at  the  new 
Printiva  600C  from  Citizen 
America  (310  453-0614).  The 
$599  printer  for  Windows 
looks  like  a  conventional 
Inkjet  but  uses  heat  to  trans- 
fer pigment  from  colored  rib- 


bons to  paper.  The 
result  is  brilliant  and  accu- 
rate color  typical  of  much 
more  expensive  printers.  The 
trade-off  is  that  the  Printiva 
is  relatively  slow,  taking  up  to 
five  minutes  to  produce  a  full- 
color  page. 

SOFTWARE 
NEW  MATHEMATICA 

Mathematica  isn't  for  every- 
body. It's  huge,  hard  to  learn, 
and  expensive.  But  if  you're  an 
engineer,  a  Wall  Street  num- 
bers whiz,  or  anyone  else  who 
needs  to  do  serious  math, 
nothing  else  comes  close  to 
its  power.  Wolfram  Research 
(217  398-0700)  offers  a 
much-enhanced  Version  3.0 
for  Windows,  Mac,  and  Unix. 
Mathematica  now  sports  a 
long-overdue  graphical  inter- 
face that  allows  entry  of  math- 
ematical expressions  in  stan- 
dard, easily  readable  form.  It 
also  includes  hundreds  of  new 
functions.  The  program  goes 
for  $1,295,  including  a  1,500- 
page  hardcover  textbook.  Site 
licenses  are  available,  and 
full-time  students  can  buy  a 
full-featured  version  for  just 
$135.  For  a  demonstration  of 
Mathematica  at  work,  check 
out  vmw.integrals.com. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


NEWT  SHOULD  KEEP  HIS  EYE  OIV 
THE  ENEMY:  BIG  GOVERNMENT 


CRUSADE: 

The  GOP-led 
Congress 
must  not 
waste  its  time 
tinkering.  It 
should  focus 
on  one  thing: 
getting  the 
bureaucracy 
off  our  backs 


Paul  Craig  Roberts  is  Joiin  M.  Olin 
Feiiow  at  liie  institute  for  Poiiticai 
Economy  in  Washington,  D.C.,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif. 


Having  been  convinced  by  the  liberal 
media  that  Newt  Gingrich  extremism 
would  cost  them  control  of  Congress 
in  last  November's  elections,  Republicans  are 
shell-shocked  to  find  themselves  still  in  com- 
mand of  this  potentially  powerful  institution. 
However,  they  have  no  idea  what  to  do  with 
it.  Sensing  as  much,  former  British  Prime 
Minister  Margaret  Thatcher  warned  them 
against  a  gi-ab-bag  agenda  devoid  of  political 
principle.  Gingrich  was  deaf  to  her  message. 
Shortly  thereafter,  he  defined  "the  great  mis- 
sion" for  conservatives  for  the  next  generation 
as  saving  poverty-stiicken  children  from  hope- 
lessness, violence,  and  drugs.  Exiled  from  the 
Oval  Office,  Hillary  Chnton  has  found  her 
voice  in,  of  all  places,  the  Speaker  of  the 
House. 

There's  nothing  wrong  wdth  saving  chil- 
dren, although  why  Gingx-ich  believes  only 
poor  ones  are  in  need  is  beyond  me.  Middle- 
class  and  rich  kids  ai-e  in  no  less  danger  from 
a  morally  depraved  culture.  No  children  can 
be  saved  independently  of  the  ills  that  beset  a 
society  in  which  Big  Government  is  a  secular 
religion.  Newt  Gingiich  probably  has  in  mind 
school  vouchers  as  a  way  of  removing  poor 
children  from  inner-city  public  schools,  but 
he  is  deluded  if  he  thinks  that  private  schools 
escape  intrusive  government  regulation  or 
that  teachers  in  private  schools  are  immune  to 
political  correctness  and  the  deconstruction 
of  American  values  that  is  standard  fare  in  all 
the  universities  at  which  teachers  are 
schooled. 

IMPERIAL  JUDGES.  America  is  in  a  mess  be- 
cause government  has  everywhere  over- 
stepped its  bounds.  Fu'st-gi-aders  can't  even 
give  their  teacher  an  affectionate  pat  on  the 
backside  without  raising  legal  issues  of  sexu- 
al harassment.  The  federal  judiciaiy  has  so 
run  away  with  the  law  that  prominent  schol- 
ars such  as  Robert  H.  Bork,  Robert  P. 
George,  Russell  F.  Hittinger,  Richard  John 
Neuhaus,  and  Hadley  P.  Arkes  speculate 
about  "the  end  of  democracy."  George  F.  Will 
has  labeled  our  unleashed  judiciai-y  a  ".judge- 
ocracy."  In  place  of  "We  the  People,"  serious 
witers  now  speak  of  a  regime  under  which 
"We  the  Ruled"  now  live. 

The  bureaucracy  is  also  accustomed  to  ex- 
ercising power  without  any  statutory  or  con- 
stitutional wan-ant.  For  example,  both  Presi- 
dent Clinton  and  U.S.  Senators  have 
acknowledged  that  wetlands  regulations, 


which  have  resulted  in  both  property  takings 
and  imprisonment,  have  no  statutory  basis. 
Instead  of  penalizing  the  offending  bureau- 
crats, they  called  for  codifying  vnth  legislation 
the  laws  created  by  unaccountable  civil  ser- 
vants. In  effect,  America  is  governed  by  the 
Sheriff  of  Nottingham  and  King  John,  who 
make  up  laws  on  the  spot. 

This  has  happened  because  naive  liberals 
preached  government  as  a  secular  religion 
that  could  do  more  good  the  bigger  it  got. 
Government  is  now  so  big  that  it  is  unac- 
countable. It  would  be  foolish  to  expect  the 
judiciary  to  refoim  itself  and  to  shed  the  ai'- 
bitrai-y  power  it  has  gathered  unto  its  robes 
in  the  postwar  era,  and  the  bureaucracy  is  un- 
likely to  give  up  its  "right"  to  stand  statutes 
on  their  head  or  to  regulate  in  theu-  absence. 
MISSION  CONTROL.  Only  Congress  has  the 
power  to  restore  accountability  to  the  judicial 
and  administrative  branches  of  government.  A 
Republican  Party  that  used  Congi'ess  for  this 
purpose  would  be  far  more  populai-  with  the 
public  than  one  that  thinks  its  mission  in  life 
is  to  cut  Medicare  and  Social  Secmitjr,  pass  a 
balanced-budget  amendment,  and  expand  wel- 
fare into  the  private  school  system  thixiugh 
vouchers. 

If  Gingrich  had  vision,  he  would  realize 
that  once  government  is  again  made  account- 
able, aU  the  problems  Republicans  fret  about 
would  take  cai-e  of  themselves.  TOthout  ac- 
countable goveiTunent,  no  refoiTn  of  any  pro- 
gi-am  wiU  make  a  bit  of  difference. 

The  media  spotlight  shines  more  on  Con- 
gi'ess  than  on  the  judiciary  or  the  bui-eau- 
cracy,  and  this  makes  Congi'ess  appear  to  be 
the  least  responsible  and  most  coiTupt  branch 
of  government,  catering  only  to  organized  in- 
terests in  order  to  secui-e  the  necessaiy  cam- 
paign contributions  for  reelection.  Congi-ess' 
disrepute  no  doubt  makes  my  proposal  that 
Capitol  Hill  restore  government  accountabili- 
ty sound  faifetched. 

Congi'ess  nevertheless  has  abundant  power 
to  do  the  necessary  job.  It  will  take  ini- 
peacliment  of  judges  and  assistant  secretaires 
to  get  the  message  out  that  usurpation  of 
the  legislative  function  will  not  be  tolerated. 
Indeed,  if  the  Republican  Congi-ess  would  rid 
itself  of  the  silly  idea  that  it  needs  to  define 
itself  by  passing  more  laws  and,  instead,  ad- 
dress the  pei-vei-sion  of  the  ones  on  the  books, 
it  would  find  itself  leading  the  most  popular 
revolution  since  1776. 
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Economic  Trends 


BY  GENE  KORETZ 

WHEIV  COMPANIES 
PULL  UP  STAKES 

Lower  costs  nearby  are  the  draw 

Companies  that  decide  to  move  to 
another  state  usually  leave  a  lot  of 
investment  behind — in  time,  effort,  con- 
tacts, customers,  and  human  and  physi- 
cal capital.  That's  why  such  moves  ai-e  a 
particulai-ly  hot  issue  in  the  competi- 
tive battle  among  states  to  attract  new 

HOW  U.S.  JOBS  HAVE 
MIGRATED  IN  THE  1990s 

Net  change  from  business  relocation 
1991-1995 


BIGGEST  WINNERS 

1  BIGGEST  LOSERS  [ 

JOB  GAINS 

JOB  LOSSES 

GEORGIA 

35,064 

NEW  YORK 

-83,489 

TEXAS 

17,628 

CALIFORNIA 

-79,838 

TENNESSEE 

15,990 

WASH.D.C. 

-23,590 

COLORADO 

13,908 

ILLINOIS 

-8,250 

DELAWARE 

13,501 

PENNSYLVANIA -6,568 

VIRGINIA 

13,444 

LOUISIANA 

-5,408 

OHIO 

13,212 

MAINE 

-4,816 

NEW  JERSEY 

12,890 

W.VIRGINIA 

-3,738 

DATA:  DUN  &BRAOSTREEI  CORP. 

businesses.  And  that's  why  Dun  & 
Bradstreet  Corp.'s  latest  study  of  busi- 
ness migration  is  so  revealing. 

In  the  study,  which  covers  brisiness 
migration  in  the  U.  S.  from  1991  thi-ough 
199-5,  D&B  reports  that  more  than  56,000 
businesses  moved  across  state  lines  over 
the  five-year  period,  resulting  in  the  re- 
location of  more  than  1  million  jobs.  The 
biggest  winners  in  the  migration  sweep- 
stakes were  the  South  Atlantic  and 
Mountain  states.  The  biggest  losers 
were  New  York,  California,  and  the  Dis- 
trict of  Columbia,  which  together  posted 
a  net  loss  of  some  7,67.5  businesses  and 
186,917  jobs  (table). 

What  made  the  difference  for  the 
winning  states?  "The  low  cost  of  doing 
business  in  many  southern  states  was  a 
big  incentive  in  that  region,  particularly 
when  compared  with  the  high  costs  of 
New  York  and  California,"  says  a  D&B 
spokesman.  Manufacturing  accounted  for 
most  of  the  employment  gains  in  low- 
wage  South  Atlantic  states  such  as 
Georgia,  South  Carolina,  and  North  Car- 
olina, while  Virginia  and  Maryland  cap- 


tured jobs  from  Washington,  D.  C. 

The  Mountain  states,  by  contrast,  of- 
fered a  vai-iety  of  different  incentives  to 
migi'ating  businesses.  Colorado  boasts 
the  best  educated  work  force  outside 
of  the  Northeast,  Nevada  has  the  lowest 
tax  rate  in  the  nation,  and  Arizona  of- 
fers low  taxes  and  low  wages. 

The  concentration  of  major  job  losses 
among  a  few  states  suggests  that  it  is 
often  onerous  local  conditions,  more  than 
brighter  opportunities  elsewhere,  that 
inspire  moves.  And  it  is  often  neigh- 
boiing  states — the  Mountain  states  and 
the  Pacific  Northwest  in  the  case  of 
California,  and  Connecticut  and  New 
Jersey  in  the  case  of  New  York — that 
reap  the  benefits  of  such  disaffection. 

For  now,  California  can  take  comfort 
in  the  fact  that  it  suffered  its  biggest 
losses  in  1991.  New  York's  situation 
seems  more  problematic.  Its  greatest 
job  losses  occurred  in  1995. 


HOW  RECALLS 
SHAKE  STOCKS 

U.S.  carmakers  take  a  bigger  hit 

According  to  efficient  market  theo- 
ry, stock-price  movements  instantly 
reflect  information  regarding  develop- 
ments likely  to  affect  future  earnings. 
So  what  about  recall  campaigns  by  mo- 
tor-vehicle manufacturers?  Besides  the 
direct  costs  of  notifying  car  owners  and 
correcting  defects,  vehicle  recalls  influ- 
ence a  company's  reputation  for  relia- 
bility, so  they  can  exact  an  even  heavier 
penalty  via  reduced  sales  and/or  prices. 

To  assess  the  stock  market's  reaction 
to  recalls  and  their  possible  costs,  econ- 
omists Brad  M.  Barber  and  Masako  N. 
Darrough  of  the  University  of  California 
at  Davis  recently  analyzed  the  market's 
reaction  to  573  recall  campaigns — in- 
volving nearly  141  million  vehicles — that 
were  reported  in  the  Wall  Street  Jour- 
nal from  1973  to  1992.  The  data  covered 
recalls  by  the  Big  Three  U.  S.  auto  mak- 
ers and  by  thi-ee  major  Japanese  cai-- 
makers — Honda,  Nissan,  and  Toyota. 

Weighed  against  broad  stock-market 
movements  on  the  days  suiTounding  re- 
call •  announcements,  the  researchers 
found  that  the  recalls  caused  significant 
equity  losses  for  all  the  companies  in- 
volved. On  average,  the  relative  losses 
came  to  0.32%  of  market  value  per  re- 
call for  the  U.S.  companies  and  0.69% 
for  the  Japanese  companies. 

For  the  U.  S.  companies,  average  loss- 
es in  equity  value  per  i-ecall  over  the  20 
years  ranged  from  $14.8  million  in  1990 


dollars  (Genei-al  Motors  Coip.)  to  $47.54 
million  (Chiysler  Corp.).  For  Japanese 
companies,  per-recall  losses  ranged  from 
$5  million  (Nissan  Motor  Co.)  to  $250 
million  (Toyota  Motor  Corjx). 

Over  the  long  run,  the  U.  S.  compa- 
nies suffered  far  larger  cumulative  loss- 
es. The  Japanese,  however,  often  had  a 
larger  reaction  to  individual  recalls. 
Why?  Barber  and  Darrough  note  that 
they  announced  only  66  recalls  over  the 
period  studied,  compared  with  507  cam- 
paigns by  U.S.  carmakers.  Thus,  the 
market  has  probably  tended  to  antici- 
pate futui-e  recalls  for  U.  S.  auto  makers 
but  not  for  Japanese  companies. 

Indeed,  the  researchers  find  that  the 
negative  reaction  to  recalls  by  U.  S. 
companies  has  been  muted  in  recent 
years,  indicating  that  the  market  may 
now  Ije  anticipating  thefr  recalls  on  a 
regular  basis.  Despite  the  much  bally- 
hooed  improvement  in  the  reliability  of 
American  cars  vis-a-vis  Japanese  cars, 
the  data  on  recalls,  at  least,  suggest 
that  the  gap  may  be  as  large  as  ever. 


THE  IMPACT  OF 
BEHER  MEDICINE 

Why  the  U.S.  population  has  soared 

Since  1900,  the  U.S.  population  has 
grown  from  81  million  to  a  projected 
276  million  in  2000.  While  immigration 
has  helped  swell  the  census  count,  a  big 
factor  has  been  health  progi-ess.  Just 
how  many  Americans  would  be  alive 
today  without  the  medical  advances  and 
improvements  in  nutrition,  housing,  and 
living  standards  of  the  past  96  yeai's? 

That's  the  question  addressed  in  a 
study  by  Kevin  M.  Wliite  and  Samuel 
H.  Preston  of  the  University  of 
Pennsylvania.  As- 

HEALTH  GAINS  LIFT 
THE  CENSUS  COUNT 


U.S.  POPULAnON 
IN  THE  YEAR  2000 

PRWECIION  IF 
MORIAlirV  m  SIATEO 
AT  ISODimiS 


suming  historical 
patterns  of  immi- 
gration and  fertili- 
ty rates,  they  find 
that  the  population 
today  would  be 
half  its  size  (chait). 
Mortality  reduc- 
tions in  the  first 
half  of  tlie  centu- 
ry, concentrated 
among  children 
and  young  adults, 
have  had  the  big- 
gest impact.  In 
fact,  if  health  jji-o- 
gress  liad  stopped  in  1950,  the  autliors 
estimate  that  the  U.  S.  poijulation  would 
be  only  6%  smaller  than  it  is  today. 


DATA  WVINH  WltlTFAND 
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Business  Outlook 


BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


GLOBAL  BONDS  CAN  STAND  FED  HIKES 


OECD 


If  the  Federal  Reserve  lifts  U.  S.  inter- 
est rates  in  1997,  as  the  Organization 
for  Economic  Cooperation  &  Development  forecasts  in 
its  latest  semiannual  outlook  for  29  member  countries, 
wOl  the  hike  bring  tm-moil  to  global  bond  mai'kets? 
That  happened  when  the  Fed  tightened  in  1994,  and 
bond  yields  outside  the  U.  S.  soared  though  economic 
fundamentals  hai'dly  justified  their  sui-ge.  If  that  were 
to  happen  in  1997,  the  fragile  recoveries  in  Europe 
and  Japan  would  be  at  risk. 
While  the  oecd  believes  that  interdependencies 
among  global  financial  markets 
have  increased,  it  argues  that 
a  repeat  of  the  1994  debacle  is 
irnhkely.  First,  the  Paris-based 
think  tank  says  that  globaliza- 
tion has  helped  to  ease  bond- 
market  synchronization,  be- 
cause exchange  rates  now 
absorb  more  of  the  pressures 
that  can  result  when  interest 
rates  diverge. 

Second,  any  U.S.  tighten- 
ing is  likely  to  be  smaller  in 


THE  OECD:  MODERATE 
GROWTH,  LOW  iNFUTION 

REAL  6DP 

'96  '97 


GERMANY 


1.1  2.2 


1.3  1.2 


EUROPEAN  UNION 


1.6  2.4 


2.4  2.0 


TOTAL  OECD 


2.4%  2.4% 
*GDP  Deflator 


4.1%  3.6% 
DATA;  OECD 


both  mag-nitude  and  duration  than  in  1994,  says  the 
OECD,  because  real  poHcy  rates  were  much  lower  then. 
Also,  given  uncertainties  about  the  strength  of  the  re- 
coveries in  Europe  and  Japan,  global  demand  for  cap- 
ital is  unlikely  to  spike  up,  as  was  the  fear  in  1994. 
The  Bank  of  Japan  will  be  able  to  keep  short-term 
rates  low  without  fear  that  inflation  will  pick  up, 
keeping  the  upward  pressure  off  Japan's  long-term 
rates. 

UNDERLYING  ALL  THIS  is  the  oecd's  forecast  for 
moderate  world  growth  in  1997  of  2.4%,  the  same  as  in 
1996,  rising  to  2.7%  in  1998  as  recoveries  in  Europe  and 
Japan  strengthen.  The  forecasters  see  little  threat  of  in- 
flation, though  they  suggest  that  situations  in  Britain 
and  the  U.  S.  bear  watching.  The  oecd  says  the  gen- 
erally low  risk  of  inflation  offers  the  chance  for  interest- 
rate  cuts,  especially  in  Continental  Europe  where  ef- 
forts to  cut  public  spending  are  braking  economic 
gro"wth  and  keeping  joblessness  high. 

If  the  OECD  is  right,  a  divergence  in  monetary  policies 
in  the  U.  S.  vs.  those  in  Japan  and  Europe  would  result 
in  a  strong  dollar,  but  it  would  not  Mrreak  havoc  in 
the  global  bond  markets. 


A  NEW  YEAR'S  TOAST:  HAPPY  REBOUND 


US.  ECONOMY 


In  recent  weeks,  the  econom- 
ic signposts  have  pointed  all 
over  the  place.  Weekly  unemployment  claims  have  yo- 
yoed.  The  trade  deficit  has  swung  vnldly.  Housing  has 
looked  surprisingly  strong,  as  has  industrial  output, 
but  factory  orders  dropped.  What's  an  economy  watch- 
er to  make  of  all  this? 

Beneath  the  weekly  and  monthly  squiggles  in  the 
data,  a  trend  of  renewed  strength  is  emerging.  Eco- 
nomic growth  in  the  fourth  quarter  appears  to  have 
picked  up  from  its  2.1%  pace  in  the  third  quarter, 
led  by  new  energy  in  consumer  spending  and  by  a 
substantial  narrowing  in  the  trade  deficit. 

Domestic  demand  is  rebounding  from  its  third- 
quaiter  sluggishness,  and  even  foreign  demand  is  pick- 
ing up,  based  on  the  October  surge  in  exports.  Most  im- 
portant, manufacturers  are  feeling  the  updraft  in  their 
order  books  (chart).  Unfilled  orders  are  piling  up,  and 
producers  have  increased  their  payrolls,  lengthened 
their  workweeks,  and  sped  up  their  production  lines. 


THE  RENEWED  UPTREND 
IN  FACTORY  ORDERS 

175   

DURABLE  GOODS  , 

170  —  THREE-MONIH- 


In  particular,  the  durable- 
goods  sector,  which  includes 
long-lasting  items  ranging 
from  air-conditioners  to  air- 
planes, is  holding  up  well — if 
not  gaining  momentum.  That 
rebound  is  why  the  economy 
is  expected  to  do  well  in  eai-ly 
1997. 

True,  new  orders  for  dm-able 
goods  fell  1.6%  in  November, 
but  the  drop  was  not  broad, 
and  the  thi-ee-month  ti-end  is  risijig  again.  Oitlei-s  tend  to 
be  volatile  from  month  to  month.  Indeed,  bookings  for 
electronic  equipment,  such  as  semiconductors  and 
telecommunications  gear,  plunged  9.3%  in  November— 
the  major  source  of  the  month's  wealaiess— after  soaiing 
16.9%  in  October. 

Overall  orders  so  far  in  the  fourth  quarter  are  well 
above  their  thu-d-quai-ter  average.  Orders  for  capital 


NOV.  '95  NOV.  ■% 
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goods  ai-e  also  aliead  of  their  tliii-d-quai-ter  level,  despite 
a  7.8%  drop  in  November  boolcings. 

Moreover,  unfilled  orders  continue  to  rise.  The  order 
bacldog  rose  0.3%  in  November,  after  a  1.2%  jump  in  Oc- 
tober, and  it  has  been  in  a  rising  trend  for  a  year.  Orders 
for  capital  goods,  especially  au'ci-aft,  are  also  piling  up. 

CONSUMERS  have  a  lot  to  do  with  manufacturing-'s  up- 
beat outlook.  Theu-  inflation-adjusted  outlays  for  goods 
and  services  rose  0.3%  in  November,  on  the  heels  of  a 
0.4%  increase  in  October.  Even  if  December  outlays  do 
not  rise,  which  seems  imlikely,  real  consumer  spending 
will  grow  at  a  2.7%  annual  rate  for  the  fourth  quarter, 
up  from  the  third  quarter's  paltry  0.5%  pace  (chart). 
Reports  fi'om  retailers  suggest  that  holiday  buying, 
while  not  gangbusters,  was  at  least  healthy  enough. 

Outlays  for  durable  goods  accounted  for  40%  of  the 
November  spending  gain,  led  by  a  1.9%  jump  in  furni- 
ture and  appliances.  That  reflected  the  continued 
strength  in  the  housing  market.  Sales  of  existing  homes 
rose  1.8%  in  November  to  an  annual  rate  of  4.04  mil- 
lion. Resales  are  on  track  to  set  a  record  pace  of  4.09 
million  in  1996. 

Sei-vices  contiibuted  the  rest  of  the  November  spend- 
ing rise,  as  the  unusually  cold  weather  lifted  utility 
bills.  Outlays  for  nondurable  goods  fell  0.2%,  but  that 
reflected  a  drop  in  food  purchases,  which  seems  to  be  a 
quirk  related  to  the  late  Thanksgiving  holiday.  Ex- 
cluding food,  nondurables  purchases  rose  slightly. 

Given  continued  strength  in 
CONSUMER  SPENDING  the  labor  markets,  consumers 
BOUNCES  BACK  have  ample  income  to  keep 
spending  in  the  new  year. 
Personal  income  rose  a  solid 
0.5%  in  November,  and  ad- 
justed for  taxes  and  inflation, 
real  disposable  income  in- 
creased 0.3%.  During  the  past 
six  months,  real  income  has 
risen  at  a  2.9%  annual  rate, 
well  faster  than  spending.  In 
the  process,  households  have  been  able  to  save  more 
and  pay  dovra  some  of  their  debt.  Indeed,  credit-card 
delinquencies  fell  in  the  third  quarter  for  the  first 
time  in  two  years. 

STRONGER  DEMAND  is  not  confined  to  the  U.  S. 
Prospects  are  good  that  lising  exports  vnll  also  keep 
U.  S.  manufacturers  humming  along.  Foreign  trade  is 
expected  to  add  modestly  to  gi-owth  in  1997,  but  the 
outlook  is  not  without  some  won-ies,  namely  the  dollar's 
rise  and  the  unending  advance  of  imports. 

Much  to  the  sm-prise  of  most  analysts,  the  foreign 
trade  deficit  for  goods  and  services  nan*owed  shaiply  in 
October,  falling  to  $8  billion  from  $11.4  billion  in  Sep- 
tember. Imports  slipped  0.7%,  while  exports  jumped 
4.2%,  lifted  by  au'craft  exports. 

The  October  drop  means  that  the  trade  gap  began 
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the  fourth  quarter  below  its  third-quarter  average. 
However,  Japan  has  already  said  that  its  trade  surplus 
with  the  U.  S.  soared  31%  in  November,  led  by  a  huge 
jump  in  car  shipments.  That  deterioration  alone  could 
mean  an  increase  of  about  $1.4  billion  to  the  November 
U.  S.  trade  gap.  Even  so,  the  quarter's  net-exports  fig- 
ui'e  that  goes  into  the  gi'oss  domestic  product  data 
was  likely  smaller  than  the  third-quarter  number. 

Trade  may  temporarily  worsen  again  in  the  vdnter. 
That's  because  in  each  first  quailer  of  the  past  four 
years,  net  exports  have  v^idened  by  an  average  of 
$17.8  billion  compared  to  the  fourth-quarter  level.  That 
has  cut  about  one  percentage  point  off  gdp  growth. 
All  the  vndening  can  be  traced  to  a  weakening  in  ex- 
ports, which  may  refiect  the  weather  rather  than  any 
one^quarter  falloff  in  demand. 

THE  OUTLOOK.  THOUGH,  depends  on  economic,  not 
atmospheric,  conditions.  Looking  ahead,  the  prospect  of 
stronger  world  grovrth  clearly  is  a  plus  for  exports,  es- 
pecially capital  goods.  Foreign  sales  of  capital  goods 
have  risen  10.4%  from  a  year  ago,  leading  the  7.2%  an- 
nual gain  in  overall  goods  exports  (chart).  Demand  in 
1997  vrill  be  strongest  among  the  emerging  economies. 

The  big  danger  will  be  the  rise  in  the  dollar,  which 
has  gained  12.3%  vs.  a  trade-weighted  basket  of  cm-- 
rencies  since  April,  1995.  The  doUar  has  surged  to  a  3M- 
year  high  of  116  yen.  The  increase  of  Japanese  car 
shipments  in  November  reflects  the  loss  in  competi- 
tiveness from  a  stronger  dollar. 

So  far,  the  dollar's  movement  has  not  affected  the 
prices  of  many  exported  goods.  In  fact,  export  prices  in 
November  fell  0.5%,  the  sixth  consecutive  decline. 
Prices  were  dovra  1.3%  from  a  yeai-  ago.  But  U.  S.  ex- 
porters cannot  continue  to  swallow  the  exchange-rate 
penalty.  As  it  is,  profits  earned  overseas  have  fallen  for 
two  straight  quarters.  Unless  the  doUai-  weakens 
sharply  in  1997 — an  unlikely  prospect — exporters  ^\^ll 
have  to  boost  prices  or  see  profits  weaken  fui-ther. 

Foreign  manufacturers, 
meanwhile,  have  been  quick      WILL  CAPITAL  GOODS 
to  cut  prices.  Excluding  oil,     LEAD  AN  EXPORT  SURGE? 
import  prices  have  di'opped  in 
six  of  the  past  seven  months. 
For  the  year  ended  in  No-  is* 
vember,  nonoil  import  prices 
were  down  1.9%.  Cheaper  im- 
ports, of  com-se,  will  allow  for- 
eign goods-producers  to  ex-     "m-si ocV'se 
pand  their  already  record      aperceni  change  from*  yeas  ago 
share  of  U.  S.  mai-kets.  oa«:  commerce  dept.  bmessme. 

In  the  end,  exports  and  imports  wall  not  set  the 
pace  for  U.  S.  manufacturers  in  1997.  Foreign  trade  is 
only  the  icing — domestic  demand  is  the  cake.  And  for 
now,  healthy  consumer  fundamentals  and  brimming  oi-- 
der  books  suggest  that,  after  slomng  down  in  1995 
and  early  1996,  the  factory  sector  is  enjo.^'ing  a  sweet 
uptm-n  heading  into  1997. 
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JAPAN 


WHY  '97  MAY  BE  NASTY 
FOR  THE  NIKKEI 

Slow  growth,  a  tight  budget,  and  deregulation  are  making  investors  nervous 


tween  Washington  and  Tokyo  opening 
the  protected  insui-ance  market  to  U.  S. 
and  other  foreign  competitors  more 
widely  than  anticipated  is  now  being 
seen  as  a  harbinger  of  similar  treat- 
ment for  other  coddled  industries,  in- 
cluding finance,  transportation,  con- 
struction, and  retailing. 

Indeed,  even  as  shares  of  many  multi- 
nationals were  more  than  holding  theii- 
own,  it  was  a  broad  seU-off  of  companies 
in  protected  domestic  industries  that 
triggered  December's  market  rout. 
The  first  to  be  hit  were  small  broker- 
ages and  banks  expected  to  fall  victim 
to  the  "Big  Bang"  package  Hashimoto 
announced  in  No- 


TOKYO  TRADERS 


A  sell-off  in 
protected 
industries 
triggered 
December's  rout 


Last  year  began  in  Japan  with 
hopes  that  economic  recovery 
would  bring  the  counties  six-year- 
long stock-market  blowout  to  an 
end.  Instead,  1996  ended  bringing  in- 
vestors nothing  but  bad  fortune  as  the 
Nikkei  stock  average  plummeted  8%  in 
December  (chart),  wiping  out  the  mod- 
est gains  scored  in  previous  months. 
Worse  yet,  expectations  of  even  more 
losses  in  '97  hung  heavily  over  dispirit- 
ed traders  as  they  headed  to  hot 
springs  and  ski  resorts  for  the  extended 
New  Year  hoUday. 

Investors  have  good  reason  to  be 
edgy.  Faced  with  mounting  government 
deficits.  Prime  Minister  Ryutaro  Hashi- 
moto's Cabinet  approved  a  tougher-than- 
expected  budget  on  Dec.  25.  It  calls  for 
flat  real  spending,  will  raise  the  nation- 
al sales  tax  from  3%  to  5%,  and  repeals 
an  income  tax  rebate  enacted  in  1995. 
The  measures  are  expected  to  shave 
$60  billion,  or  about  1%,  from  Japan's 
output  in  1997— bad  news  for  an  econo- 
my that's  already  on  the  verge  of  re- 
cession. Fiscal  tightening,  sluggish  in- 


dustrial production,  and  paUid  consumer 
spending  should  keep  economic  growth 
dovm  to  1%  in  1997,  Nomura  Research 
Institute  estimates.  Earnings  growth  is 
expected  to  slow  to  5%  in  '97,  vs.  15% 
in  1996. 

HIGH  STAKES.  Hashimoto's  tough  fiscal 
poUcy  certainly  means  an  end  to  head- 
line-grabbing spending  packages  similai" 
to  the  six  programs  that  have  pumped 
$560  billion  into  Japan's  comatose  econ- 
omy since  1992.  But 
more  than  the  pros- 
pect of  continued  eco- 
nomic weakness  is 
souring  Japanese  in- 
vestors this  winter. 
What's  really  jolting 
them  is  the  prospect 
that  HasWmoto's  high- 
stakes  crusade  to  de- 
regulate major  sectors 
of  the  economy  may 
turn  out  to  be  more 
than  a  clever  public 
relations  ploy  after  all. 
The  Dec.  15  deal  be- 
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vember  to  over- 
haul Tokyo's  finan- 
cial markets.  Next 
came  insurance 
shares,  following 
Japan's  surprise 
concession  to  open 
up  its  auto  and 
commercial  fli-e  insui-ance  markets.  Then 
came  other  domestic  sectors  that  now 
look  vulnerable  to  moi'e  efficient  for- 
eign rivals. 

One  of  the  biggest  losei-s,  in  fact,  was 
Sato  Kogyo  Co.,  a  once  hot  constnic- 
tion  company  specializing  in  high-tech 
tunneling  jobs,  which  has  seen  its  shai-es 
sink  to  15%  of  theii-  liighs  in  the  boom 
yeai-  of  1989.  At  400  yen  ($3.50)  per 
shai'e,  Sato  Kogyo  is  trading  25%  under 
previous  lows  set  in 
the  1995  mai-ket  deba- 
cle caused  by  a  spu-al- 
ing  yen.  "A  lot  of 
Japanese  companies 
cannot  compete  on  a 
world  scale,"  obsen^es 
Paul  J.  Fraker,  a 
Japan  speciahst  at 
Brown  Brothers  Har- 
riman  &  Co.  in  New 
York.  "Many  of  them 
ai-e  going  to  go  bust  or 
get  merged." 

He  and  other  pros 
now  see  the  Tokyo 
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market  splitting  into  two  camps:  a  select 
group  of  globally  competitive  multi- 
nationals and  a  legion  of  domestically 
focused  players  straggling  to  survive. 
For  example,  among  companies  hitting 
new  highs  in  Tokyo  dming  the  Decem- 
ber depression  were  Denso  Corp.,  a 
leading  maker  of  automotive  electronic 
components,  and  ORix  Corp.,  a  savvy 
leasing  firm  expected  to  benefit  from  fi- 
nancial deregulation.  Such  world-class 
players  as  Toyota  Motor,  Honda,  TDK, 
and  Sony  have  also  withstood  the 
Nikkei's  fall.  This  polarization  leads 
Fi-aker  to  conclude  that  Tokyo  may  now 
be  in  for  what  Wall  Street  went  through 
from  1966  to  1982 — a  long  stretch  where 
the  broad  mai'ket  averages  go  nowhere 
but  selected  companies  outperfonn.  "It's 
becoming  more  a  market  of  individual 
stocks  than  a  stock  mai-ket,"  agrees  Ian 
Burden,  who  itms  hsbc  Asset  Manage- 
ment's Asian  portfolios. 

One  wild  card  in  the  market  outlook 
is  whether  ovei-seas  investors  will  come 
to  the  rescue  again.  In  all  three  major 
rallies  since  1991,  'Toreign  money  bought 
the  market  in  a  big  way,"  notes  econo- 
mist Mineko  Sasaki-Smith  of  CS  First 
Boston  (Japan)  Ltd.  Each  time,  foreign- 
ers moved  into  Japan  expecting  emer- 
gency fiscal  spending  and  Bank  of  Japan 
interest-rate  cuts  to  bring  a  full-fledged 
recovery.  But  the  economy  never  really 
took  off. 

SAGGING  YEN.  Now,  with  the  govern- 
ment cutting  spending  and  interest  rates 
already  at  historic  lows,  it  probably  wiU 
take  a  lot  of  persuasion  to  woo  the  for- 
eigners back  a  fourth  time.  Adding  to 
their  caution  is  the  depreciating  yen, 
now  at  a  45-month  low  of  116  to  the 
dollar.  A  further  weakening  would  leave 
foreign  investors  sitting  on  currency 
losses.  If  foreigners  head  for  the  exits  in 
'97,  some  analysts  see  the  Nikkei/falling 
below  18,000  for  the  first  time  since  Oc- 
tober, 1995.  With  much  of  Japan's  cor- 
porate wealth  tethered  to  share  prices, 
that  would  dampen  economic  growth 
even  further. 

To  be  sure,  not  all  the  news  is 
gloomy.  Banks  have  made  big  strides 
in  writing  off  $260  billion  in  bad  real 
estate  loans.  And  though  Hashimoto's 
campaign  to  open  tightly  regulated  in- 
dustries is  roiling  the  markets,  the  fact 
that  credible  reforms  are  being  talked 
about  at  all  is  a  long-term  plus.  But  be- 
fore deregulation  spreads  its  benefits, 
there  is  going  to  be  short-term  pain  for 
the  economy  and  investors  aMke.  Ex- 
plains Sasaki-Smith:  "The  budget  isn't 
investor-friendly,  earnings  aren't  good, 
and  the  economy  is  decelerating."  Hard- 
ly bull  market  talk — even  if  1997  is  the 
Year  of  the  Cow. 

By  Brian  Bremner  in  Tokyo,  with 
William  Glasgall  in  New  York 


SOUTH  KOREA 

CRUNCH  TIME 
FOR  THE  CHAEBOL 

Widespread  strikes  could 
thwart  an  effort  to  out  costs 

They  are  the  worst  labor  strikes  ever 
to  hit  South  Korea.  Hundreds  of 
thousands  of  workers  walked  off 
their  jobs  in  late  December  to  protest 
legislation  that  allows  layoffs  and  so 
threatens  the  cherished  tradition  of  life- 
time employment.  The  resulting  plant 
closings  have  cost  the  economy  more 
than  $1  billion  in  lost  production,  but 
that's  not  the  worst  of  it. 

The  strikes  dramatically  illustrate  the 
crisis  confronting  the  corporate  sector. 
Unless  its  conglomerates,  or  chaebol, 
can  persuade  restive  workers  to  accept 
vwdespread  restracturing,  Korea's  glob- 
al competitiveness  will  keep  eroding. 
"The  strikes  could  result  in  shutdowns 
of  numerous  plants  and  mass  unem- 
ployment," said  Prime  Minister  Lee  Soo 
Sung  in  a  nationwide  address  implor- 
ing strikers  to  go  back  to  work. 
TURBULENCE.  The  imions'  militant  stance 
reflects  their  rage  at  the  chaebol,  which 
want  to  cut  fast-rising  costs  by  laying 
off  workers  in  Korea  and  investing  bil- 
lions abroad  in  low-wage  areas.  The 
chaebol  lobbied  hard  for  passage  of  the 
law  allovdng  layoffs,  a  step  that  would 
introduce  greater  flexibility  into  Korea's 
labor  markets.  "I  think  it  will  lead  to 
improvement  in  the  economy,  but  it's 
going  to  be  a  turbulent  period,"  says 
Donald  P.  Gregg,  a  former  U.  S.  ambas- 
sador to  Seoul  and  cuiTently  chaiiTnan 
of    the    Korea    Society    in  New 


York.  Strikers  at  ANGER  The  strikes 
Hyundai  Motor  are  worsening  a 
Co.   have   cost  stock  market  slump 

the  company  $55   

million  a  day  in  lost  production. 

The  chaebol  were  already  suffering 
before  the  stiikers  took  to  the  streets. 
The  Korea  Stock  Exchange,  dominated 
by  chaebol  stocks,  was  down  26%  for 
1996.  Growth  in  gross  domestic  prod- 
uct, originally  forecast  at  7.5%  for  the 
year,  may  end  up  as  low  as  6.6%.  And 
the  cun-ent-account  deficit,  earlier  fore- 
cast at  $21.5  bilhon,  ended  the  year  at 
$23  billion.  In  mid-December,  Samsung 
Group  sacked  the  head  of  its  electronics 
division.  Analysts,  who  attribute  the 
move  to  Samsung's  overexpansion  in 
the  straggling  semiconductor  sector,  ex- 
pect the  group  to  launch  a  sweeping 
restracturing. 

The  workers,  for  now,  don't  feel  like 
giving  the  chaebol  or  the  government  a 
break.  Many  companies  hope  the  new 
yeai"  holiday  lull  will  dissipate  the  force 
of  the  strike.  Not  likely,  say  union  or- 
ganizers. "We'll  continue  to  fight  to  re- 
store workers'  basic  human  rights,"  says 
Kwon  Young  Kil,  president  of  the  out- 
lawed Korean  Confederation  of  Ti'ade 
Unions,  which  claims  500,000  members. 

And  even  if  strikers  go  back  to  work 
by  mid-January,  the  economy  is  still 
likely  to  suffer  further  If  the  layoff  law 
stays  in  force,  unions  will  demand  some 
sort  of  payback,  probably  in  the  form  of 
higher  wages  when  a  new  round  of  col- 
lective bargaining  begins  in  April.  "I 
think  this  is  going  to  be  quite  a  major 
watershed  between  labor  and  manage- 
ment," says  Gregg.  There  used  to  be  a 
compact  in  Korea:  The  chaebol  called 
the  shots,  but  they  provided  workers 
secm-ity  as  well.  If  that  covenant  col- 
lapses, Korea  will  enter  a  scaiy  era. 

By  Catherine  Keumhyun  Lee  in 
Seoul  and  Sheri  Prasso  in  New  York 
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CONGRESS 


DONORGATE  AND  NEWTGATE 
TAKE  CENTER  STAGE 

For  now,  ethics  will  overshadow  legislation 


J 


lust  weeks  ago,  on  the  heels  of 
President  Clinton's  convincing  sec- 
'  ond-term  win  and  the  Repubhcans' 
success  at  retaining  control  of  Capitol 
Hill,  Washington  leaders  were  chanting 
"compromise."  But  the  hymns  to  hai- 
mony  have  suddenly  gone  flat.  The  rea- 
sons: House  Speaker  Newt  Gingrich's 
admission  that  he  misled  the  House 
Ethics  Committee  about  his  use  of  tax- 
exempt  foundations  to  back  his  political 
causes  and  the  deepening  fund-raising 
scandal  surrounding  Clinton. 

Now,  as  the  105th  Congress  convenes 
in  Washington,  the  Georgia  Republi- 
can's fight  for  survival  as  Speaker  will 
be  a  huge  distraction  for  lawmakers 
itching  to  tackle  a  legislative  agenda. 
"It's  going  to  make  it  much  tougher  to 
find  common  ground,"  says  Represen- 
tative Peter  King  (R-N.Y.).  And  a 
steady  stream  of  revelations  suggesting 
that  the  Clinton  campaign  sold  White 
House  access  to  wealthy  Asian  donors 
could  hobble  the  President's  agenda  as 
well.  "This  is  growing  into  a  Class  One 
scandal,"  worries  Democratic  adviser 
Ted  Van  Dyk.  "If  Newt  Gingiich  goes 
down,  the  Republicans  will  try  to  biing 
Clinton  down,  too." 

"TOO  CONFRONTATIONAL."  Barring  the 
appearance  of  any  new  revelations. 
House  Republican  leaders  beheve  they 
can  weather  defections  from  back- 
benchers such  as  Representative 
Michael  P.  Forbes  (R-N.  Y.)  and  reelect 
Gingrich  as  Speaker  on  Jan.  7.  And  pri- 
vately, Democrats  say  they  won't  mind 
if  a  damaged  Gingrich  survives.  They 
welcome  the  chance  to  use  his  ethics 


woes  to  divert  atten- 
tion from  the  First 
Family's  problems. 
Even  if  he  holds  on 
to  his  office,  Gin- 
grich's days  as  an  all- 
powerful  Republican 
field  general  seem  to 
be  over.  His  pugna- 
cious style  has  made 
him  a  liability  to 
many  Republicans. 
Gingrich  is  "too  con- 
frontational, and  it's 
threatening  the  effec- 
tiveness  of  the  party,"  frets  one  gop 
lawmaker. 

While  the  ethics  wars  rage,  some 
legislators  ai-e  detennined  that  the  pai-- 
tisan  potshots  not  produce  the  grid- 
lock that  plagued  past  Congresses.  In 
fact,  the  perverse  effect  of  more  parti- 
san bloodletting  may  be  a  shift  of  pow- 
er to  GOP  moderates  and  "Blue  Dog" 
Southern  Democrats,  who  are  eager 
to  bridge  ideological  differences  in  such 
areas  as  deficit  reduction,  tax  cuts, 
and  deregulation  (table).  "The  House 
leadership  realizes  they  don't  have  the 
numbers  they  had  last  yeai',''  says  U.  S. 
Chamber  of  Commerce  lobbyist  Lon- 
nie  P.  Taylor.  "You  talk  to  the  Blue 
Dogs,  and  they  think  they  can  set  the 
agenda." 

That's  fine  with  the  White  House, 
which  wants  to  avoid  constant  policy 
conflicts.  Says  one  top  Administration 
official:  "You  don't  have  the  Repubh- 
cans steamroUing  in,  tliis  time,  with  a 
Contract  [With  America]  that  forces  us 


A  DEALMAKING  CONGRESS? 

Issues  on  which  the  GOP  and  White  House  may  be  able  to  compromise 

BUDGET  Both  sides  will  likely  agree  to  balance  the  budget  by  2002,  but 
Clinton  may  balk  at  Republican  demands  for  a  constitutional  amendment. 
Source  of  cuts:  Corporate  "welfare"  and  Medicare. 

TAXES  Look  for  a  tax  cut  of  $100  billion  over  five  years.  Clinton  will  agree 
to  a  capital-gains  cut  and  to  reducing  estate  taxes  in  return  for  a  child 
credit  for  middle-class  families. 

DEREGULATION  Lawmakers  will  chip  away  at  barriers  separating  banks, 
brokers,  and  insurers,  ease  environmental  rules,  and  open  debate  on  federal 
deregulation  of  utilities. 


TWO  TARGETS:  More  attacks  on  Clinton  if  Gingrich  falls 


to  draw  lines  in  the  sand  to  prove  what 
we  stand  for."  Business  leaders  are 
hopeful  that  a  bipartisan  coahtion  will 
allow  Clinton  to  take  the  lead  on  such 
controversial  matters  as  restraining 
growth  in  Medicai-e  and  Social  Secmity 
to  achieve  a  balanced  budget.  "Clinton's 
going  to  be  a  Uttle  less  pai-tisan,"  pre- 
dicts Chicago  Boai'd  of  li-ade  Chairman 
Patrick  H.  Arbor.  "He's  now  interested 
in  the  history  books." 
LONG  FREEZE.  A  budget  agreement 
could  actually  spiing  fi'om  the  carnage, 
if  for  no  other  reason  than  the  two 
sides  believe  the  voters  demand  it. 
"Both  pai-ties  campaigned  on  a  deal  and 
now  have  a  huge  stake  in  achie\niig  it," 
says  Van  Dyk.  While  last  yeai-'s  budget 
discussions  fell  victim  to  campaign  pol- 
itics. White  House  and  Congi-essional 
budget-cutters  hope  that  they  can  re- 
vive the  fi'amework:  a  five-yeai-  fi-eeze 
on  most  domestic  spending,  $125  bil- 
lion in  cuts  &-om  projected  Medicare 
spending,  and  a  modest  middle-class 
tax  cut. 

But  Congress  has  a  small  window 
for  compromise.  The  Repubhcans'  heai-- 
ings  on  Democratic  fimd-raising  efforts 
ai-e  slated  for  the  fall,  and  cooperation 
at  that  point  may  wither.  Lawmakers 
realize  that  if  they  can't  hang  together 
for  a  few  months  to  move  legislation, 
they  may  hang  separately  in  the  next 
election.  But  many  concede  that  the 
job  won't  be  made  any  easier  by  the 
ethics  uproar  that  is  now  gripping 
Washington. 

By  Dean  Foust.  with  Mary  Beth  Re- 
gan and  Amy  Borrus,  in  Washington, 
and  bureau  reports 
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WALTER'S  FIRM 
NEW  FOUNDATION 

Homebuilder  Walter  Industries  (wltr), 
the  former  Jim  Walter  Corp.,  could 
be  a  dream  stock  for  investors  scouting 
for  companies  that  have  just  emerged 
from  bankruptcy.  Not  only  have  Walter's 
big  shareholders  held  on,  but  outside 
investors  have  also  piled  in  recently. 

Walter  shares  have  seesawed  be- 
tween 11  and  14  since  January,  1996, 
when  the  company  went  public  once 
again — under  new  management.  Old 
and  new  shareholders  both  believe  that 
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the  stock,  trading  at  133^  on  Dec.  30,  is 
way  undervalued.  They  reckon  it's 
worth  between  18  and  23. 


"We  have  become  more  positive  on 
Walter  due  to  the  improving  prospects 
of  its  operating  segments,"  says  Robert 
Goodman  of  Credit  Research  <&  Trad- 
ing in  Greenwich,  Conn.  He  notes  that 
the  bankruptcy  and  several  special 
charges  over  the  past  three  years 
"have  masked  the  steady  performance 
of  the  company's  array  of  businesses." 
Apart  from  building  houses  and  fi- 
nancing mortgages,  Walter  makes 
ductile-iron  pressure  pipes  for  water 
transmission,  coke  for  furnaces  and 
foundries,  specialty  chemicals,  and  alu- 
minum sheets  and  foil. 

When  leveraged  buyouts  were  very 
much  the  rage  in  the  1980s,  Jim  Wal- 
ter was  among  the  many  companies 
that  LBO  experts  Kohlberg  Kravis 
Roberts  acquired,  kkr  borrowed  $3.3 
billion  to  swing  the  deal  in  August, 
1987.  The  weak  housing  market,  heavy 
debt  load,  and  lawsuits  filed  against 
Walter's  Celotex  unit  over  asbestos 
liabilities  forced  the  company  to  file 
for  Chapter  11  two  years  later.  Jim 


Walter  became  one  of  kkr's  few  big 
LBO  losers. 

Walter  Industries — as  it  became 
when  KKR  took  it  private — emerged 
from  banki-uptcy  on  Mar.  17,  1995,  with 
creditors  getting  87.5%  of  the  equity 
created  by  an  initial  public  offering. 
The  old  shareholders,  including  kkr, 
retained  12.5%,  which  they  have  since 
increased  to  26%  through  stock  buys. 
Lehman  Brothers  also  owns  7.9% 

The  lawsuits  were  resolved  in  April, 
1994 — Whelped  by  court  rulings  favor- 
ing Walter.  The  plaintiffs  agreed  to  set- 
tle through  a  reorganization  plan.  The 
Celotex  Settlement  Fund,  which  in- 
cludes the  asbestos  claimants,  now 
owns  10.9%  of  the  stock. 

Investors  are  betting  that  the  com- 
pany will  soon  be  in  the  black.  Indeed, 
according  to  Goodman,  after  its  big 
losses  in  1995  and  1996,  the  company 
should  earn  600  a  share  in  1997,  driven 
by  the  strong  pace  of  homebuilding. 

SWEETER  STRAINS 
FROM  GRAPHIX? 

Internet  stocks  took  it  on  the  chin 
last  year,  especially  the  small  fry. 
Graphix  Zone  (gzon),  a  maker  of  in- 
teractive CD-ROMS  and  musical  prod- 
ucts for  personal  computers,  was  down 
to  2'M  a  share  by  Dec.  30,  from  nearly  9 
a  year  ago. 

Even  at  this  low  price,  should  in- 
vestors stay  away?  Perhaps  not.  On 
Oct.  23,  when  Graphix  hit  2%,  Chairman 
Ronald  Posner  bought  24,000  shares, 
raising  his  stake  to  415,000.  "The  stock 
is  undervalued  based  on  Graphix' 
unique  music  position  and  its  growing 
presence  in  Internet  software  solu- 
tions," argues  Jeffrey  Logdon  of  Crut- 
tenden  Roth,  an  Irvine  (Calif.)  invest- 
ment firm  that  handled  the  IPO  on  June 
6,  1994,  at  S'A  a  share. 

Although  Graphix  was  in  the  red  in 
1995  and  1996,  it  could  make  money  in 
the  year  ending  June  30,  1997.  Logdon 
expects  revenues  to  jump  74%,  to  $16.5 
million,  and  earnings  to  260  a  share. 

"The  key  to  Graphix'  growth  is  new 
products,  especially  in  the  high-profile 
music  and  movie  world,"  says  Logdon. 
A  recent  Graphix  thrust  "will  enable 
the  company  to  become  one  of  the 
largest  music  Web  sites  on  the  Inter- 
net." Logdon  thinks  that  with  its  cur- 
rent products,  including  cd-roms  of 
Living  Jazz  and  Willie  Nelson,  the 
company  can  increase  revenues  at  40% 
a  year  for  the  next  two  years.  He 


thinks  the  stock  will  climb  to  5  in  12 
months  and  to  7  m  24  months.  Stuart 
Rudiek,  a  California  money  manager, 
is  also  bullish  on  the  stock. 


BROOKSTONE  AND 
STB;  ROOM  TO  RISE 

Small-cap  stocks  have  been  a  bonanza 
for  Ken  Burgess.  He  rans  System- 
atic Financial  Management's  Small  Cap- 
italization Value  Equity  From  Jan.  2  to 
Dec.  27,  1996,  his  fund  scored  a  hefty 
29.6%  gain— well  above  14.3%  for  the 
Russell  small  cap  index  and  24.8%  for 
the  Standai-d  &  Poor's  500-stock  index. 

Burgess  looks  for  outfits  whose  stock 
prices  are  low  relative  to  their  operat- 
ing cash  flow  and  free  cash  flow  (after 
deductions  for  capital  expenditures, 
taxes,  and  dividends).  Burgess  believes 
smaU  caps  still  represent  the  best  val- 
ue in  the  market.  His  two  top  picks: 
Brookstone  (bkst),  a  specialty  retailer 
that's  trading  at  12  times  free  cash 
flow,  and  stb  Systems  (stbi),  one  of 
the  major  supplier  of  graphics  adapters 
for  IBM-compatible  desktop  PCs. 

Brookstone  operates  131  stores  in 
30  states  that  market  all  sorts  of  high- 
tech household  gadgets.  The  stores  are 
located  in  malls  and  in  such  big-city 
shopping  meccas  as  Boston's  Quincy 
Market  and  New  York's  South  Street 
Seaport.  Sales  have  been  robust  and 


Burgess'  Small-Cap  Picks 


EST.  1997  FREE 
STOCK             CASH  FLOW 

DEC.  30 
PRICE 

TARGET 
PRICE 

BROOKSTONE  $0.80 

$10 

$15 

STB  SYSTEMS  $1.40 

$20 

$35 

DATA;  BLOOMBERG  FINANCIAL  MARKETS, 
SYSTEMATIC  FINANCIAL  MANAGEMENT 

are  expected  to  climb  22%  in  the  cur- 
rent quarter. 

The  company  is  in  the  process  of 
remodeling  stores.  Sales  at  revamped 
stores  have  outstripped  those  at  un- 
renovated  ones — ^20%  gi'owth  vs.  5%, 
according  to  Burgess.  So  he  thinks  the 
stock  price,  now  10,  could  soon  hit  15. 

Burgess  is  impressed  with  stb's 
stunning  sales  and  this  year's  50% 
earnings  growtli.  He  expecte  long-teiTn 
gi-owth  to  be  30%.  Although  the  stock 
has  made  a  big  move,  it  is  still  under- 
valued, he  says,  based  on  free  cash 
flow  and  eai-nings.  His  target  for  stb 
stock,  now  at  20,  is  35.  Tlie  company's 
top  customei-s  include  computer  makei"s 
Gateway  2000  and  Acer  America,  along 
with  computer  retailer  CompusA. 
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SENIOR  MANAGERS  worth  their 
stock  options  know  how  important  it 
is  to  articulate  a  consistent  corpo- 
rate vision  that  the  troops  can  rally 
around,  right?  Not  quite.  The  idea  of 
an  explicit  vision  may  have  joined 
cost-cutting  and  reengineering  as 
hallowed  truths  of  the  business 
gospel,  but  the  road  to  management 
greatness  in  1996  required  a  far  dif- 
ferent attribute:  flexibility. 

In  fact,  last  year,  plenty  of  good 
managers  seemed  able — ^indeed,  ea- 
ger— to  gaze  into  the  corporate  mir- 
ror and  see  a  totally  different  visage 
than  expected.  But  the  best  of  the 
crop,  BUSINESS  week's  25  Top  Man- 
agers of  1996,  followed  up  those 
revelations  with  actions,  boldly  em- 
bracing new  directions  even  when  it 
meant  eschewing  old  strategies  that 
had  sei-ved  them  well. 


Consider  the  headstrong  ceo  of  a 
software  giant,  dominant  in  operat- 
ing systems,  who  was  forced  to  rec- 
ognize that  the  Internet  is  the  real 
driver  of  his  business.  Or  the  chief 
of  a  manufacturing  and  finance  pow- 
erhouse who  realized  that  providing 
services  globally  offei*s  his  company 
the  best  future.  Both  understood 
that  even  leading  coiporations  that 
rest  on  theii*  laui'els  risk  decline. 

Another  way  many  top  managere 
helped  stave  off  corporate  lethai-gy 
last  yeai'  was  continued  commitment 
to  product  innovation.  As  mai'kets 
consolidate,  distinctive  products  of- 
ten define  the  tme  leadere.  Tlie  boss 
at  one  Silicon  Valley  cliipmaker  kept 
rivals  at  bay  by  quickly  rolling  out 
wave  after  wave  of  ever  faster  mi- 
croprocessoi-s.  But  innovative  prod- 
ucts needn't  always  be  so  tangible. 


^ers 


Ruiming  a  company 
is  never  easy,  but 
1996  presented  execs 
with  a  tougher-than- 
usual  set  of  hurdles 

In  fact,  one  long-distance  company 
figured  out  that  the  simplicity  of 
one-rate  pricing  would  bring  cus- 
tomers flocking.  Now,  the  concept  is 
quickly  changing  the  entire  industry^ 

Ultimately,  the  key  to  success  for 
many  top  managers  lies  in  an  age- 
old  dictum:  Give  the  customers  what 
they  want.  Sounds  simple,  but  the 
devil  is  in  the  details.  Yet,  two  chief- 
tains at  a  U.  S.  auto  maker  profited 
handsomely  in  1996  by  following 
that  customer-first  tack,  providing 
smartly  styled  trucks  and  minivans 
to  an  America  increasingly  tired  of 
the  venerable  sedan.  And  an  airline 
CEO  piloted  his  carrier  back  to  prof- 
itability thanks  to  new  services  for 
high-paying  business  flyers. 

Such  savvy  management  is  by  no 
means  restricted  to  U.  S.  executives, 
however  Shrewd  foreign  ceos  capi- 


talized on  economic  and  technological 
shifts  last  year  to  better  serve  their 
customers,  wherever  they  resided.  A 
Japanese  auto  chief  exploited  the 
weak  yen,  boosting  standard  fea- 
tures and  lowering  price  on  models 
hawked  in  the  U.  S.  And,  thanks  to 
growing  global  affluence,  the  head  of 
an  Italian  carmaker  scored  big  by 
his  early  push  to  develop  a  "world 
car"  for  emerging  markets. 

To  be  sure,  sometimes  even  the 
most  talented  managers  have  help 
from  outside  forces.  In  the  booming 
1996  U.  S.  stock  market,  most  secu- 
rities firms  fared  well.  But  the  in- 
dustry's strongest  managers  did 
much  more  than  just  play  a  winning 
hand.  The  head  of  a  big  securities 
house  deftly  defused  a  scandal  that 
could  have  overshadowed  big  gains 
in  retail  brokerage  and  investment 
banking.  Likewise,  the  ceo  of  a  ma- 
jor commercial  bank  enjoyed  hefty 
profits  from  the  bull  market  activity 
only  after  years  of  carefully  steering 
his  company  into  debt  underwriting. 

How  did  BUSINESS  WEEK  forge  its 
list  of  Top  Managers  of  1996?  First, 
we  tapped  the  collective  wisdom  of 
our  vast  global  editorial  staff — ^with 
more  than  150  writers  and  editors  in 
25  offices  worldwide,  the  largest  of 
any  business  magazine.  That  on-the- 
ground  insight  allowed  us  to  discard 
some  managers  who  simply  rode  the 
wave  of  a  strong  market.  Then,  we 
scrutinized  the  financials  of  the  nom- 
inees and  their  rivals  to  sift  out  the 
true  leaders.  The  resulting  25  busi- 
nessmen and  women  may  be  busi- 
ness week's  top  managers  of  1996, 
but  the  strengths  they  exhibit — flex- 
ibility, innovation,  and  customer  fo- 
cus— will  always  be  in  fashion. 


NORM  AUGUSTINE 

Lockheed  Martin 

GORDON  BETHUNE 

Continental  Airlines 

PAOLO  CANTARELLA 

Fiat 

JOHN  CHAMBERS 

Cisco 

PHIL  CONDIT 

BoeiTig 

CHRIS  DAVIS 

Gulfstream  Aerospace 

MICHAEL  DELL 

Dell 

BOB  EATON  &  BOB  LUTZ 

Chrysler 

WILLIAM  ESREY 

Sprint 

BILL  GATES 

Microsoft 

LOU  GERSTNER 

IBM 

RAY  GILMARTIN 

Merck 

ANDY  GROVE 

Intel 

CHRISTINA  GOLD 

Avon 

NOBUYUKI  IDEI 

Sony 

PHIL  KNIGHT 

Nike 

KEN  LAY 

Enron 

BOB  LIPP 

Travelers! Aetna 

HIROSHI  OKUDA 

Toyota 

SIR  RICHARD  SYKES 

Glaxo  Wellcome 

DAN  TULLY 

Merrill  Lynch 

SANDY  WARNER 

J. P.  Morgan 

JACK  WELCH 

GE 

HELMUT  WERNER 

Mercedes-Benz 

AL  ZEIEN 

Gillette 
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:  1996  tested  many  a  manager's 
mettle:  The  year  saw  a  stop-and-go  U.S. 
economy,  fierce  global  competition,  and,  for 
the  second  year  in  a  row,  scarce  price  hikes.  To 
keep  growing,  companies  had  to  reinvent 
themselves-and  their  markets.  These  Top  25 
managers  came  out  ahead  in  a  tough  race. 


3 


Condit's 
Airfame 

»  New  CEO  PHILIP  M. 
CONDIT,  55,  is  piloting 
Boeing  as  it  becomes 
the  world's  aerospace 
giant.  Capping  off  rec- 
ord ordei-s  and  a  $3.1 
billion  buy  of  Rockwell's 
defense  and  space  unit 
in  '96,  Boeing  agi-eed  to 
acquire  rival  McDonnell 
Douglas — the  biggest 
aviation  merger  ever. 
Boeing's  revenues  ai-e 
expected  to  grow  18% 
in  1996,  to  $23  billion. 
With  the  deals,  they 
could  reach  $50  billion 
in  1997. 


BUILDING  A 
BETTER  BULL 

«  In  four  years  at  the 
helm.  Chairman  and 
CEO  DANIEL  P.  TULLY 

steered  Merrill  Lynch 
to  record  earnings  and 
completed  its  shift 
from  a  retail  brokerage 
Goliath  to  a  global  in- 
vestment banking  pow- 
erhouse. The  65-year- 
old  Tully,  who  stepped 
dovm  as  ceo  on  Dec. 
27,  defused  the  Orange 
County  disaster,  built 
MeniU  into  a  top  m&a 
player,  and  doubled  as- 
sets under  manage- 
ment— all  of  which 
helped  triple  Mei-riU's 
stock,  to  82,  during 
ThUy's  tenure. 
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INTEL'S  CHIPMEISTER 

Intel  CEO  ANDREW  S.  GROVE  just  won't  slow 
down.  He  led  the  world's  largest  chipmaker  to 
another  super  year,  shrugging  off  such  rivals  as 
Motorola  and  Cyiix.  Revenues  for  1996  should 
dimb  24%,  topping  $20  billion.  Grove,  60,  also 
fought  off  prostate  cancer,  penned  a  best-seller, 
and  helped  defeat  California's  Proposition  211, 
which  would  have  made  it  easier  for  investors 
to  file  securities-litigation  suits. 


MAKING  NUMBERS  FLY 

When  CHRIS  A.  DAVIS  left  GE  in  mid-1993  to  be- 
come CFO  of  Gulfstream  Aerospace,  the  jetmak- 
er  was  neariy  bankrupt.  Davis  played  a  key  role 
trimming  costs  and  reworking  plans  for  the 
Gulfstream  V.  The  result:  After  losing  $275  mil- 
lion in  1993,  Gulfstream  got  back  in  the  black  in 
1994,  and  went  public  in  October,  '96.  Citing  her 
coolness  under  fire  and  sure  grasp  of  finance, 
fellow  execs  say  Davis,  46,  is  ceo  material. 


SONY,  LOUD 
AND  CLEAR 

«  Since  taking  over 
20  months  ago,  Sony's 
NOBUYUKI  IDEI  has  made 
it  clear  who's  boss.  He 
began  by  cleaning 
house  at  Sony's  U.  S. 
film  studios.  Now,  he  is 
pushing  Sony  into  the 
cutthroat  PC  mai-ket 
and  has  unleashed  digi- 
tal still  cameras  and 
cell  phones  to  preserve 
its  lead  as  consumer 
electronics  goes  digital 
and  online.  With  liis 
clear  vision  and  cool 
authority,.  Idei  could 
make  a  contribution  as 
gi-eat  as  legendary  co- 
founder  Aldo  Morita. 
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GHRYSLER*S 
DREAM  TEAM 

«  With  Chairman  and 
CKO  ROBERT  J.  EATON 
(I'ight),  56,  and  \1ce- 
Chaii-man  ROBERT  A. 
LUTZ,  64,  at  the  helm, 
Chrysler  is  leaving  ri- 
vals in  the  dust.  Red- 
hot  truck  designs  have 
kept  sales  sizzling  and 
made  the  No.  3  car- 

naker  No.  1  in  profits. 

uid  by  cleaning  up 
ihe  balance  sheet  and 
pouring  money  into 
engineering  and  manu- 
facturing, the  pair  may 
be  the  first  in  decades 
able  to  keep  Chrj'sler 
from  stalling  out  in  a 
slowdown. 


CEO 

STUNTMAN 

»  Sure,  most  airlines 
are  soaring  now,  but 
twice-bankrupt  Conti- 
nental .-Urlines  maneu- 
vered an  especiaUy 
steep  climb.  Under  ceo 
GORDON  M.  BETNUNE,  5.5.  it 
dumped  unprrjfitable 
routes,  va-stly  improved 
service,  and  won  hack 
lucrative  buftinesji  trav- 
elers. Earnings,  exclud- 
ing charges,  nearly 
doubled  in  HW6,  to 
about  $m)  million. 
Tnlk.1  with  Delta 
stalled,  but  Continental 
now  looks  like  a  choice 
partner  if  con.^oliclation 
hits  the  industrv. 


a 


TAKE  A  BOW,  BIG  BLUE 

^  For  LOUIS  V.  GERSTNER  JR.,  1996  was  the  year 
IBM  finally  cast  off  its  image  as  a  dinosam-. 
Gerstner,  54,  has  overhauled  the  $72  billion  com- 
puter giant,  ]3ushed  into  such  new  areas  as  the 
Internet,  and  brought  back  the  intense  focus  on 
customers  that  was  key  to  Big  Blue's  early  suc- 
cess. The  result:  For  the  fii-st  time  in  seven 
years,  IBM  is  nearing  double-digit  gi-owth,  and 
its  stock — now  around  the  mid-150s — is  soaring. 


Just  Did  It 


No  one  ever  acaised  PHILIP  H.  KNIGHT  of  think- 
ing small.  The  Nike  ceo,  known  for  his  in-your- 
face  style,  has  catapulted  the  once-tiny  athletic 
shoemaker  into  an  $8  billion  giant  whose  name— 
and  trademark  swoosh — are  recognizable  world- 
wide. And  these  days,  Nike  i.sn't  just  shoes:  It 
ha.s  launched  a  sport.s-equipment  business  and  is 
a  leading  apparel  maker.  The  winning  streak 
helped  push  its  stock  to  record  heights  in  '96. 


«  As  patents  for  its 
Glaxo  Holdings'  block- 
buster antiulcer  dnig, 
Zantac,  began  to  ex- 
pire in  1995,  the  prog- 
nosis looked  gi-im.  But 
with  bold  strokes  such 
as  the  $14  billion  ac- 
quisition of  Wellcome, 
CEO  SIR  RICHARD  B.  SYKES 
has  kept  the  British 
dnig  giant  healtliy. 
Even  as  Zantac  sales 
slid,  Glaxo's  1996  rev- 
enues grew  some  5%, 
to  $13.9  billion.  1997 
could  be  rough,  but 
u])coming  aids  and  flu 
treatments  should  be 
big  hits  down  the  road. 
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A  Cut  Above 

yv  Tft'o  yeai-s  ago,  Gillette  directors  raised  eye- 
brows by  letting  CEO  ALFRED  M.  ZEIEN  stay  past  the 
mandatoiy  retii-ement  age  of  65.  Shareholders 
ai'e  happy  they  did.  Under  Zeien,  Gillette  has 
racked  up  25  sti-aight  quai-ters  of  double-digit 
earnings  gains.  1996  was  no  exception.  As  Zeien 
extended  Gillette's  global  dominance  in  shaving 
and  pulled  off  a  $7.7  bilhon  buyout  of  battei-y 
maker  Duracell,  its  stock  rose  neai'ly  40%. 


BACK  WITH  A  BANG 

>f  In  his  fii-st  fiall  yeai-  back  fi-om  heait  bypass 
surgeiy,  General  Electric  Chau-man  and  ceo 
JOHN  F.  WELCH  lost  none  of  the  energy  that  has 
made  liim  one  of  America's  top  executives. 
Welch,  61,  pushed  ambitious  plans  to  expand 
into  sei-vices,  accelerate  gi-owth,  and  boost  quali- 
ty. As  earnings  topped  $7  bilUon  and  market  cap 
roared  to  $169  bilUon,  ge  became  the  world's 
most  valuable  company — and  the  most  profitable. 


SPRiNrS 
SHINY  DIME 

«  Wlio  says  you  can't 
buy  anything  with  a 
dime  anymore?  Not 
WILLIAM  f.  ESREY,  56,  the 
chairman  and  ceo  of 
Sprint.  Thanks  to  its 
lOp-a-minute  offer,  the 
$14.1  billion  company 
saw  long-distance-call 
volumes  soar  lOrr,  out- 
pacing MCI  and  .m-T. 
I  lelijed  also  by  higher 
customer  satisfaction 
i;Uing.s  than  its  big  ri- 
vals, Sprint's  earnings, 
excluding  special 
charges,  should  jump 
25%,  to  $1.25  billion. 
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MORGAN'S  MUSCLE  MAN 

^  DOUGLAS  "SANDY"  A.  WARNER  III,  CEO  of  J.  P. 

Morgan,  earned  his  investment  bankei-'s  sus- 
penders in  1996.  Warner's  maverick  strategy  of 
pushing  the  venerable  commercial  bank  into  the 
big  leagues  of  U.  S.  debt  underwiiters  finally 
paid  off.  Morgan  muscled  its  way  up  to  No.  4 
in  a  market  dominated  by  six  securities  fiiTns. 
Warner,  50,  is  making  Morgan  a  player  in 
mergers  and  acquisitions  as  weW. 


NET  OFFENSIVE 

^  Microsoft  CEO  WILLIAM  H.  GATES  III  master-minded 
an  amazing  corporate  about-face  last  year.  Al- 
though many  predicted  that  the  Internet  would 
sideline  Microsoft's  Windows  software,  Gates 
responded  like  a  gale-force  wind.  He  created  a 
2,500-person  Internet  division,  Net-ized  nearly 
every  product,  and  relaunched  a  splashier  online 
network.  Now  a  major  Net  player,  Microsoft 
threatens  to  imdo  rival  Netscape. 
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TRAVELERS'  FIXER-UPPER 

^  Ti-avelers  Group  Vice-Chaii-man  ROBERT  I.  LIPP 

came  late  to  insurance — but  caught  up  fast. 
Lipp,  58,  helped  Sanford  I.  Weill  build  up  con- 
sumer finance.  In  1993,  when  Weill's  Primerica 
bought  Ti'avelers,  Lipp  moved  to  the  insurance 
giant.  He  doubled  earnings  in  two  years.  Now, 
he's  fixing  the  troubled  property-casualty  biz  at 
Aetna,  Ti'avelers'  latest  buy.  1997  operating 
earnings  should  rise  30%,  to  $1.1  bilhon. 


BAKD  OF  AVON 

^  Tkree  years  ago,  a  stellar  performance  in 
Canada  earned  Avon  Products'  CHRISTINA  A.  GOLD 
the  company's  toughest  job:  president  of  North 
America.  She  has  done  what  several  predeces- 
sors couldn't.  By  cutting  costs,  adding  products, 
and  reenergizing  the  sales  force,  she  has  re- 
\ived  the  once-stagnant  imit.  Record  U.  S.  sales 
and  profits  give  Gold,  49,  a  shot  at  someday  be- 
coming Avon's  first  female  CEO. 


Go,  Speed 
Racer 

«  Since  taldng  the 
wheel  in  1993  at 
Mercedes-Benz,  ceo 
HELMUT  WERNER,  (50,  has 
changed  it  from  a  pon- 
derous, money-losing 
maker  of  overpriced 
cars  to  a  nimble  pur- 
veyor of  sexy,  sold-out 
models.  The  ex-tire 
salesman  has  slashed 
costs  and  pushed  into 
new  markets,  such  as 
small  cars  and  sijort- 
ulility  vehicles.  His 
biggest  threat  now: 
losing  a  power  stnig- 
gle  with  parent  Daim- 
ler Henz,  which  wants 
more  control. 
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MANAGERS  TO  WATCH  IN  1997 


COMBUSTIBLE  ENERGY 

fa  KENNETH  L.  UY  has  built  Enron  from  a  small 
pipeline  company  into  the  first  natural-gas  ma- 
jor to  rival  oil  giants  in  vertical  integration  and 
global  breadth.  Key  to  the  CEO's  success:  turn- 
ing a  cheap  conunodity  into  a  profit-spinner 
with  sophisticated  financing.  But  he's  not  done. 
Lay  is  pushing  abroad  and  baireling  into  the 
$200  billion  electricity  market  at  home  with  a 
$3.2  billion  bid  for  utility  Portland  General. 


John  R.  Waltei-,  49,  may  have  one 
of  the  toughest  jobs  in  Corporate 
America.  The  new  president  and 
CEO-to-be  of  AT&T  must  stem  a 
sliding  shai'e  in  long-distance 
while  moving  into  deregulated  lo- 
cal calling.  And  Walter,  who  has 
no  telecom  experience,  must  vian 


WALTER 


NASSER 


the  loyalty  of  key  AT&T  managers 
he  will  need. 

This  is  also  the  year  for 
Jacques  A.  Nasser,  Ford's  new 
automotive  president,  to  prove 
his  mettle.  If  he  can  cut  $2.5  bil- 
lion in  costs  and  keep  Chairman 
Alexander  J.  Trotman's  beloved 
Ford  2000  global  reorganization 
on  track,  he's  a  shoo-in  to  become 
CEO  in  two  or  three  years. 
Pulling  that  off  vnll  take  all  the 
skills  that  earned  turnaround 
specialist  Nasser,  49,  the  nick- 
name "Jac  the  Knife." 

Can  Westinghouse's  Michael  H. 
Jordan  cut  it  as  a  media  mogul? 


• 

JORDAN 


BARAD 


He — and  his  critics— are  about  to 
find  out.  Jordan,  60,  has  done  a 
commendable  job  resti-ucturing 
and  cleaning  up  the  balance 
sheet.  Now  finally  rid  of  the  slug- 
gish industrial  units,  he  faces  the 
challenge  of  running  a  giant  me- 
dia company. 

JiU  E.  Bai-ad,  Mattel's  No.  2, 
will  take  the  helm  at  the  toy- 
maker  in  January,  when  longtime 
Chairman  John  W.  Amerman  re- 
tires. As  CEO,  the  45-year  old 
Barad  will  be  one  of  the  most 
poweifiil  women  in  Coiporate 
America.  The  top  task  at  hand:  in- 
tegi'ating  newly  bought  Tyco  Toys, 
which  may  finally  solve  Mattel's 
longstanding  boy-toy  jjroblem. 

Can  Roger  A.  Enrico  fix  what 
ails  PepsiCo?  The  company's  nev- 


er-ending international  troubles 
and  ongoing  difficulties  in  restau- 
rants put  the  52-year-old  ceo  in 
the  hot  seat.  Enrico's  recently 
announced  i-estructuring  could  be 
just  the  tip  of  the  iceberg. 

Will  Deutsche  Bank's  risky 
push  into  investment  banking  pay 
off?  Rolf-Ernst  Breuer,  59,  who 
takes  the  helm  in  May  as  CEO, 
has  the  tough  assignment  of  mak- 
ing it  happen.  Under  current  CEO 
Hilmai-  Kopper,  Gei-many's  $39 
bilUon  bank  spent  huge  sums 
beefing  up.  Now,  Breuer  must  tap 
years  of  experience  in  the  bank's 
investment  and  trading  depart- 
ment to  start  making  money. 

Tough  cost-cutting  and  a  strict 
new  focus  on  boosting  gross  mai-- 
gins  helped  Chief  Executive 
Gilbert  F.  Amelio  retm-n  Apple 


ENRICO 


BREUER 


Computer  to  profitability  two 
quarters  ahead  of  schedule.  Now 
Amelio,  53,  must  reverse  Apple's 
slump  in  mai'ket  share  and  re- 
gain its  technology  edge.  Step 
one:  tiu-ning  the  softwai-e  ac- 
quired fi'om  Steven  Jobs's  NexT 
Softwai-e  into  a  hot  new  Mac  op- 
erating system. 

Foot  months  after  taking  over 
at  Texaco  in  July,  1996,  ceo  Peter 
I.  Bijur  faced  a  major  public-rela- 
tions crisis  over  revelations  that 
senior  executives  had  made  dis- 
paraging remai'ks  about  minority 


AMELIO 


BIJUR 


employees  and  discussed  slu'ed- 
ding  documents  in  a  discrimina- 
tion suit.  Bijiu-,  54,  won  high 
marks  foi-  swiftly  settling  the  suit 
and  blunting  a  consumer  backlash. 
But  Bi^jur  must  ensure  that  Texa- 
co's  new  diversity  progi'ams  end 
the  com))laints  of  discrimination 
and  heal  internal  rifts. 
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LOCKHEED'S  FIGHTER  PILOT 

»  Lockheed  Martin  ceo  and  Chairman  NORMAN 
R.  AUGUSTINE'S  steady  march  toward  the  top  of 
the  defense-consohdation  hill  is  paying  off  big. 
Since  last  Api-il's  deal  for  Loral,  Locldieed  has 
won  all  seven  of  the  major  Pentagon  conti'acts 
it  sought.  Now,  the  $30  bilhon  Gohath  stands 
neck-and-neck  with  Boeing  to  gi-ab  the  biggest 
prize  of  all:  a  contract  to  build  the  $200  billion 
Joint  Strike  Fighter. 


THE  DIRECT  APPROACH 


^  This  was  the  year  that  MICHAEL  S.  DELL,  the 
31-year-old  chief  executive  of  Dell  Computer, 
revealed  the  full  power  of  his  direct-sell  i^c 
business.  Dell  used  quick-tum  manufacturing 
and  high  return  on  capital  to  pummel  Compaq 
Computer  and  (hm  with  rapid  price  cuts.  And 
as  profits  soar  60%,  to  !iUl3.5  million,  Dell  is 
pushing  into  new  areas,  such  as  computer 
servers. 


Executive  Fiat 


»  When  Italy's  Fiat  picked  its  new  ceo  in  ear- 
ly 1996,  PAOLO  CANTARELLA,  ,52,  was  the  only  real 
contender.  As  head  of  its  key  car  unit  since 
1990,  he  had  turned  a  loss-maldng  clunker  into 
a  sleek  i^rofit  machine.  And  Cantarella's  bold 
move  to  build  a  "woi-ld  car"  for  emerging  mar- 
kets ahead  of  rivals  is  paying  off.  Now,  he'll  try 
to  work  his  magic  in  the  rest  of  Fiat's  $53  bil-' 
lion  robots-to-real  estate  empire. 
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MANAGERS  TO  WATCH  IN  1997 


OH,  CISCO 


yv  With  sales  at  Cisco  Systems  growing  80%  a 
year,  ceo  JOHN  CHAMBERS  keeps  executing  flaw- 
lessly. The  S4  billion  network-equipment  maker 
dominates  the  market  for  gear  that  makes  the 
Internet  and  corporate  networks  tick.  Cham- 
bers, 47,  a  veteran  of  Wang  Laboratories  and 
IBM,  brings  a  concern  for  co-workers  bom  from 
overseeing  huge  layoffs  at  Waffg.  Now,  his 
biggest  problem  is  hiiing  fast  enough. 


Warnaco  Chaii-man  and  CEO 
Linda  J.  Wachner's  attempt  to 
arrange  a  Wai-naco  buyout  of  Au- 
thentic Fitness — which  she  mns 
and  personally  holds  a  12%  stake 
in — got  her  into  hot  water  last 
year.  Irked  shai-eholders  killed 
the  deal  for  money-losing  Au- 


WACHNER 


thentic.  Nagging  conflict-of-inter- 
est accusations  may  lead  Wach- 
ner,  50,  to  give  up  the  ceo's  slot 
at  the  swimsuit  maker  in  1997. 

Starting  with  Ziff-Davis  Pub- 
lishing, Japanese  cyber-mogul 
Masayoshi  Son,  39,  has  spent  $4.5 
billion  snapping  up  a  grab  bag  of 
computer-publication,  multimedia, 
and  Internet  ventures.  His  Soft- 
bank has  also  invested  heavily  in 
electronic-commerce  and  Web-site 
technologies.  Will  Son  succeed  in 
making  Softbank  the  hub  of  a 
digital  marketplace? 

After  a  year  in  which  highflier 
Motorola  was  grounded  by  trou- 


GALVIN 


BARKSDALE 


bles  in  semiconductors  and  cell 
phones,  Christopher  B.  Galvin, 
the  founder's  gi-andson,  became 
CEO.  Family  ties  mean  that  the 
46-year  old  Galvin,  whose  sales 
and  marketing  backgi'ound  is  a 
departure  for  the  engineer-domi- 
nated company,  will  face  especial- 
ly sharp  scrutiny. 

Netscape  Communications  may 
be  the  fastest-gi-owing  software 
company  ever,  but  ceo  James  L. 
Barksdale  faces  a  tough  year 
With  IVIicrosoft  aiming  its  guns  at 
the  Internet  phenom,  Barksdale, 
58,  will  have  to  use  all  the  skills 
he  learned  at  fast-gi-owth  pio- 
neers Fedei'al  Express  and  Mc- 
Caw  Cellular. 

In  April,  Maytag  tapped  for- 
mer Frito-Lay  exec  Lloyd  D. 


Ward  to  run  its  slow-growing 
appliance  division.  The  47-year- 
old  Wai-d  brings  aggi-essive  con- 
sumer-marketing skills  to  the 
task  of  juicing  up  the  company's 
biggest  unit.  If  he  succeeds, 
Ward  could  nab  the  top  job  when 
Chairman  and  CEO  Leonard  A. 
Hadley  retires,  probably  in  1999. 

Less  than  a  year  after  taking 
the  helm  at  British  Telecommuni- 
cations, CEO  Peter  L.  Bonfield 
stunned  rivals  with  his  $20  billion- 
plus  megamerger  TOth  MCI.  His 
goal:  transform  bt  into  the  first 
global  phone  company.  But  can 
Bonfield,  51,  meld  the  two  compa- 
nies' vastly  different  cultures? 

Nor  has  Bonfield  made  life 
easier  for  Rupert  Murdoch,  chair- 
man and  CEO  of  News  Coi-p. 
Mui-doch,  65,  must  launch  Ameri- 


WARD 


BONFIELD 


can  Sky  Broadcasting,  his  $2  bO- 
hon  U.  S.  satellite  system,  while 
looking  for  new  financing:  Pait- 
ner  MCi  is  cutting  its  investment 
to  merge  with  bt.  Meanwhile, 
Mui-doch's  two-year-old  Asian 
satelUte  service  is  losing  a  bun- 
dle, and  his  Fox  tv  network 
faces  a  costly  bidding  wai*  over 
pro  football  broadcasting  rights. 

The  heat  is  also  on  for  Ameri- 
ca Online  ceo  Stephen  M.  Case. 
The  Internet  explosion  is  gi\ang 
AOL  stiff  competition  and  recently 
forced  it  to  revamp  pricing. 


MURDOCH 


CASE 


Di'opping  a  controversial  account- 
ing pi-actice  earlier  this  year 
heljjed  clean  up  AOl.'s  balance 
sheet  but  also  w\])ed  out  most  of 
its  past  earnings.  With  questions 
about  AOl's  long-tcnn  viability  on 
the  rise,  Case,  38,  must  ratchet 
advertising  and  mei-chandising 
revenues  up  dramatically. 
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MANAGERS 

REVVING  UP  PROFITS 

»  Wlien  he  became  president  in  1995,  HIROSHI 
OKUDA  vowed  to  cure  Toyota's  "big-company  dis- 
ease." Few  thought  he  could  do  it  so  fast,  but 
the  outspolten  ex-finance  chief  has  raced  out 
models  such  as  the  RAV4  sport  ute,  extended 
Toyota's  global  reach  with  new  factories,  and 
launched  aggi-essive  maa-keting  campaigns. 
Now,  with  help  from  the  weaker  yen,  a  leaner, 
meaner  Toyota  should  see  1996  profits  rise  60%. 


MERCK'S  GOOD  SKIPPER 

/V  Since  taking  the  helm  of  dnigmaker  Merck 
in  mid-1994,  RAYMOND  V.  GILMARTIN  has  boosted 
morale,  instilled  a  spirit  of  teamwork,  and  made 
pharmaceuticals  research  a  key  focus.  That 
helped  push  1996  income  up  aii  expected  16%, 
to  $3.9  billion.  Now,  a.s  Gilmartin  attempts  to 
change  Merck  into  a  "toi)-tier  growth  comiia- 
ny,"  his  hopes  are  pinned  on  new  drugs  tor  ail- 
ments such  as  osteoporosis  and  hypertension. 


MANAGERS  TO  WATCH  IN  1997 


As  the  founders  of  Wired  Ven- 
tures, Louis  Eossetto,  47,  and 
Jane  Metcalfe,  35,  have  given 
cyberculture  one  of  the  hottest 
publications  around.  But  after  a 
failed  IPO  earlier  tliis  yeai-,  the 


ROSSEnO 


METCALFE 


company  is  in  dire  need  of  cash 
to  fund  efforts  to  broaden 
Wired's  reach  tlu-ough  ventm-es 
in  book  publishing,  television,  and 
the  Internet.  Negotiations  for  a 
private  placement  are  under  way, 
but  the  pair  also  must  cut  costs, 
wliich  have  so  fiu-  outpaced  their 
aggressive  gro\\'th. 

Volkswagen  ceo  Ferdinand 
Piiich,  59,  must  settle  the  escalat- 
ing legal  fight  with  General  Mo- 
toi's  over  allegations  that  fonner 
purchasing  chief  Jose  Ignacio 
Liipez  de  Ari'iortua  stole  compa- 
ny secrets  from  cm.  Piiich  wooed 
Lopez  fi-om  gm  in  1993  and  con- 


tinued to  defend  him  even  after 
Lopez  resigned  days  before  being 
indicted  eai'ly  last  month.  So  far, 
Piech — who  is  under  pressm-e  to 
settle  before  March,  when  his 
o-RTi  five-yeai-  conti-act  is  up  for 
renewal — looks  secui'e.  But  if  the 
fight  drags  on,  his  job,  too.  could 
be  in  question. 

RjR  Nabisco  ceo  Steven  F. 
Goldstone,  50,  made  headlines 
when  he  said  that  he  would  ac- 
cept some  I'egulation  of  tobacco 
in  return  for  protection  against 
futiu'e  lawsuits.  Stay  tujied  to 
leai'n  if  the  onetime  corporate  at- 
torney can  actually  cut  a  deal. 
Meanwhile,  Goldstone  has  stabi- 


PIECH 


GOLDSTONE 


lized  R.IR,  pusliing  1996  profits  up 
an  estimated  14%.  even  as  he 
fends  off  continuing  attacks  fi-om 
financiei-s  Carl  C.  Icahn  and  Ben- 
nett LeBow. 


32  BUSINESS  WEEK  /  JANUARY  13.  1997 


I 


•  *M.*M.*M.*M.*M.*M.*^' 


like  j 
ed  news  br 
expect-fro 


BusinessWeek  OML  IMEI 


*  *  fj  »  •  a  ■"ii  -tt  i» 


ENTREPRENEURS    Yot  small  companies  with  big- 
ideas,  1996  was  an  excellent  vintage.  From  Calyx 
&  Corolla's  Ruth  Owades,  who  is  changing  the 
way  we  buy  flowers,  to  Amazon.com's  Jeff 
Bezos,  who  is  shaldng  up  the  book  market, 
entrepreneurs  who  found  a  clever  new  way  to  do 
old  things  were  rewarded  handsomely. 

Hilfiger  Happens 

»  His  trademai'k  rectangles  gi-ace  evei-yone 
fi'om  Bill  Clinton  to  rapper  Snoop  Doggy 
Dogg— yet  TOMMY  HILFIGER  has  only  just 
begun.  The  44-yeai-old  designer  and 
honoraiy  chaii-man  of  the  company 
that  beai's  his  name  is  spreading  his 
style  to  women's  wear,  suits,  eyewear, 
pei-fume,  and  furniture.  In  two  years, 
sales  will  have  neaa-ly  doubled,  to  $620 
million,  for  the  year  that  ends  in  March. 


A  COUPLE'S  CALLING 

^  Providing  high-quality  day  care— while  tuni- 
mg  a  pi-ofit— Lsn't  easy,  but  husbantl-and-wife 
team  ROGER  H.  BROWN,  40,  and  LINDA  A.  MASON,  41, 
make  it  look  that  way  Clients  of  their  130 
Bnght  Horizons  Children's  Centers  include  Mo- 
torola. The  couple,  who  once  did  relief  work  in 
the  Sudan,  hope  to  take  the  lO-year-old  compa- 
ny, with  revenues  of  $64  million",  public  this  year 
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SPEEDY,  LOW-GOST  STEEL 

«  The  steel  industiy  ha.sn'1  tyiiieally  been  a 
hotbed  of  entrepreneurialism,  but  ex-Nucor  exec 
KEITH  BUSSE  has  his  year-old  company,  Steel  Dy- 
namics, off  to  a  fast  start.  Russe's  low-cost  mini- 
mill  began  making  steel  far  more  rapidly — and 
profitably — than  a  slew  of  other  Nucoi-  wanna- 
bes. Now,  after  a  successful  ii'o  that  i-aised  $150 
million,  Busse  plans  to  build  up  a  full-line  steel- 
maker with  costs  well  below  old-line  rivals'. 


J 


«  Despite  Apple 
Computer's  woes, 
STEPHEN  S.  KAHHG  has 
made  three-year-old 
Power  Computing  the 
hottest  computer  . 
startup  of  the  'Ms  by 
.selling  superfast  Mac 
clones.  With  sales  ex- 
pected to  top  $400  mil 
lion  in  '97.  he's  eyeing 
a  summer  ivo  to  fund 
his  dream  of  creating 
a  new  PC  powerhouse 
from  scratch. 


Freslier  Mowers 

^  RUTH  M.  OWADES  humchcd  Calyx  &  Coi-olla.  a 
mail-order  llowcr  service,  in  1!)8!).  \\1iat  makes 
this  .$20  million  Inisiness  so  six^cial  is  that 
Owades,  4!).  has  radically  changed  the  way  flow- 
ers arc  distributed,  shipping  directly  from  grow- 
ers to  customers.  Tliat  cuts  o\it  costly  middlemen 
and  i)i-ovides  fresher  flowri-s.  r&r.  now  going 
global,  is  one  of  Hai-\'ai-d  B-school's  study  case.s. 


BU.SINISS  wrf  K  '  lArni/'P- 
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ENTREPRENEURS 


Internet 
Bookworm 

»  Former  liedge-fLind 
manager  JEFF  BEZOS, 
32,  has  created  one  of 
the  rai'e  Web  sites 
that's  booming.  His 
Amazon.com  is  a  virtu- 
al bookstore  with  1.1 
million  titles  and  such 
amenities  as  chats 
with  authors  and  read- 
ers' reviews.  The 
blend  of  selection  and 
"community"  helped 
the  privately-held 
Amazon.com  pull  in  es- 
timated sales  of  $17 
million  in  1996. 


.  D*Nrc  or  TM  r«M  Wmm  « 


PC  RIDER 

<<  CHRISTOPHER  R.  HASSEH,  CEO  of  PointCast,  has 
hit  upon  one  of  the  Internet's  most  compelhng 
ideas  yet — a  PC  screen  saver  that  receives  cus- 
tomized information.  Over  1.5  mOhon  people 
downloaded  its  software  in  1996.  A  December 
deal  giving  PointCast  a  prime  spot  on  Micro- 
soft Web  browser  screens  should  bring  in  lots 
more.  The  challenge  for  racing  enthusiast 
Hassett,  34:  going  public,  maybe  tliis  yeai-. 
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DUMP  THEM,  YOU  BREAK  THE  LAW.  RECYCLE  IMPROPERLY  YOU  BREAK  THE  LAW. 
MEANWHILE,  MORE  TIRES  JUST  GAME  IN. 


whether  your  company  produces  waste,  tries  to  recycle 
it  or  depends  on  a  steady  supply  of  raw  materials,  your  business 
IS  bound  to  be  affected  by  environmental  controls. 

There  are  thousands  of  regulations,  both  in  the  U.S.  and 
overseas,  designed  to  protect  the  environment.  These  environ- 
mental stiindards  are  in  a  constant  state  of  flux,  and  can  have 
far-reachmg  risk  implications  for  all  kinds  of  businesses. 

Fortunately,  AIG  specializes  in  designing  the  kinil  of 
custom  coverages  you  need  to  cope  successfully  with  changing 


conditions.  In  (act,  AIG  is  llie  onl\'  worldwide  insurance  and 
financial  organization  thai  helps  manage  _\'our  business  risks 
with  a  broad  range  ol  ciislomized  services.  Ser\'iccs  like  clcanuH 
cosi  cap,  licdging  anti  markcl-making  in  cominodilics  and  slop- 
loss  protect  ion.  And  we've  got  I  lie  lop  financial  ratings  lo  back 
us  up.  So  we'll  lie  there  lo  liel|i  keep  N'onr  l)usi-  VV^^Sj 
ness  rolling  along.  tB^^2J 
WORLD  LEADERS  IN  INSURANCE  AND  FINANCIAL  SERVICES 

Amniicin  Inlpmalmnjl  ntniip,  Inc  .  Dnpl  A,  10  PineSlml.  Np*  Vt.rk,  m  \  0!K 


NEW  PRODUCTS     From  sports  cars  to  digital 
devices,  1996  was  a  banner  year  for  innovation. 
You  could  trek  the  Web,  or  splurge  (using  high- 
tech currency)  on  office  furniture,  video  games, 
fashionable  footwear,  or  tiny  phones.  The 
common  thread:  Even  basic  needs  are  met  in  a 
truly  fresh  way 


APS  is 
a  Snap 

»  Kodak,  Fuji,  Canon, 
Minolta,  and  Nikon 
teamed  up  on  a  new 
standai-d:  ADVANCED 
PHOTO  SYSTEM.  APS  cam- 
eras provide  di-op-in 
film  loading  and  thi-ee 
print  sizes.  Processed 
pics  come  back  with  a 
proof  sheet  that  dis- 
plays thimibnails  of 
each  fi'ame. 


JAG  PURRS 
AGAIN 


evokes  the  mai'que's 
glory  days.  The  first 
V8  in  Jag  histoiy,  this 
machine's  impressive 
specs  match  its  sensu- 
ous styhng.  A  coupe 
runs  $65,000;  a  con- 
vertible, $70,000. 


To  Surf  aiicl  Protect 

Wet  suits  typically  have  a  50-cm-long  zipper 
that  starts  at  the  neck  and  extends  to  the  low- 
er back.  But  zippers  don't  stretch — which  may 
crimp  flexibility — and  water  can  seep  thi-ough. 
The  one-piece  BILLABONG  2001  SERIES  ZIPPERLESS 
WETSUIT  solves  these  problems  by  employing 
Velcro,  and  by  using  highly  elastic  materials. 
The  $225  suit  was  given  an  awai'd  by  the  In- 
dustrial Designers  Society.  Sui-f  s  up. 


THE  MINI- 
MOTOROLA 

«  The  sleek  STARTAC 
phone  from  Motorola 
brings  cachet  back 
to  cellular.  Mo- 
torola dubs  the 
3.1-ounce,  5-cu- 
bic-inch  mite  the 
fu-st  "wearable" 
phone.  Despite  the 
$l,000-to-$2,000 
price,  retailers 
can't  keep  the 
tiny  phones  in 
stock. 
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Call  it  Puppy  Love 

^  Nobody  is  kicking  tliis  dog  around  anymore. 
HUSH  PUPPIES,  once  the  sensible  footware  of  Eisen- 
hower-era confomiists,  have  become  downright 
hip,  appearing  on  the  fashion  runways  of  hot  de- 
signers Anna  Sui  and  John  Bartlett.  Pai-ent 
Wolvei-ine  World  Wide  revived  its  clunky  old 
shoes  by  tai-ting  them  up  in  Technicolor  hues 
like  Scai-let  Feather  and  Hot  Pepper.  Sales  of 
the  $70-a-paii'  dogs  nearly  quadi-upled  in  1996. 


a 

5  ft... 


mvsNO.  1 

ENEMY 

Protease  inhibitors, 
taken  with  other 
drugs,  have  made  the 
greatest  inroads 
against  aids.  In  some 
patients,  hiv  is  so  di- 
minished as  to  be  un- 
detectable. Three  are 
on  the  market — ^includ- 
ing Merck's  CRIXIVAN, 
shown  here — with  oth- 
ers on  the  way. 


VIDEO 
VICTORS 

V  Videophiles  hot  for 
boffo  images  and 
sound  are  turning  to 
new  digital-video  cam- 
corders. JVC's  $3,000 
GR-DV1  (shown  here) 
and  its  near-twin,  the 
$2,600  RCA  CC900D,  ai-e 
probably  the  coolest 
machines  to  use  the 
DV  standard.  They 
weigh  just  over  a 
pound  and  fit  in  a 
trouser  pocket. 


THE  BEST  WEB  SITES 


CRAYON 

(http://www. 
crayon.net):  Short 
for  "Create  Your 
Own  Newspaper," 
this  Web  site  allows 
you  to  do  exactly 
that,  fi'om  designing 
layouts  to  choosing 
content. 
GOLFWEB 
(http://www. 
golfweb.com):  The 
be-all  for  golfers- 
includes  news,  tips, 
reports  on  19,000 
courses,  and  a  pro 
shop. 
GNSALE.COM 

(http://www.onsale. 
com):  Runs  popular 
online  auctions  of 
new  and  used  com- 
puter gear. 
SALON 

(http://www.salonl999. 
of  a  Web  New  Yorker, 
azine  features  wi'iters 
Anne  Rice,  James  Car 
Ian  Shoales. 


SALON 


GOLFWEB 


com)  Kind 
this  mag- 
such  as 
ville,  and 


SCHWABNOW! 

(http://www.schwab. 
com)  Besides  allow- 
ing do-it-yourself  in- 
vestors to  buy,  sell, 
and  short  stocks  on- 
line, this  site  pro- 
vides access  to  mu- 
tual-fund 

performance  data. 
SEARCH.COM 
(http://www.search. 
com):  Publisher 
C/Net's  "super  site" 
for  Web  seai-ching 
has  Unks  to  news 
feeds,  sports,  weath- 
er, stock  and  travel 
information,  yellow 
pages,  even  job 
listings. 
WEBMUSEUM 
(http://sunsite.unc. 
edu/wm):  This  liigh- 
culture  entry  includes  paintings 
from  the  collections  of  the  Lou- 
vre and  other  museums.  In  addi- 
tion to  the  great  and  the  world- 
famous,  many  obscui'e  artists  are 
on  show. 
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iW  PRODOCTS 


LOOKING 
GOOD,  BEN 

«  It  looks  like  play 
money.  But  the  re- 
designed $100  BILL— 
Benjamin  Franklin 
got  a  face  lift — is  the 
real  thing.  The  Trea- 
sui-y  hopes  the  new 
graphics  will  deter 
counterfeiters.  One 
change:  the  words 
"United  States  of 
America"  ai'e  piinted 
in  tiny  letters  on  Ben's 
coat. 


Walldiig 
On  Air 


latest  innovation  for 
basketball  and  run- 
ning. It  incorporates 
Nike's  air  bag  to  offer 
the  ftrst  athletic  shoe 
with  toe-to-heel  cush- 
ioning using  air.  Prices 
are  as  high  as  $120  a 
pair. 


A  Boon  for  Boomers 

The  redesigned  1997  F-150  may  be  Ford's 
hottest  introduction  since  the  '65  Mustang. 
Ford  transformed  the  F-150  from  a  utilitarian 
beast  of  burden  into  a  brawny  set  of  wheels. 
Boomers  love  the  $15,000-to-$29,000  truck,  with 
its  creatui'e  comforts  and  a  third  door  that 
makes  it  easy  to  pile  kids  into  the  backseat. 


OH,  GET 
A  GRIP 

V  It  looks  like  a  ski- 
pole  grip  or  an  exer- 
cise device,  but  the 
GRIP  STAPLER  is  aimed  at 
desk  joddes.  Philadel- 
phia-based Hunt  Manu- 
facturing Co.  is  hoping 
to  nail  down  a  hefty 
chunk  of  the  $150  mil- 
lion stapler  market. 
The  Grip  costs  under 
$20  and  is  mai-ket- 
ed  imder  the 
Boston  bi-and 


PC 

PLUS 
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«  Toshiba's 
top-of-the-line  INFINIA 
(about  $3,500)  comes 
with  a  built-in  tv 
tuner,  radio,  and  speak- 
ers. Under  the  screen  is 
a  liquid-crystal  panel 
for  controlling  the 
entertainment 
gear,  and 
a  hand- 
held 
remote 
control. 


MARIO 


«  In  most  re- 
spects, the  NIN- 
TENDO 64  video 
game  system 
lived  up  to  its 
prelaunch  hype. 

Big  selling 
,   point:  It  nms 
the  breath- 
taking Super 
Mario  64.  game. 
No  other  sys- 
tem does.  In  3- 
D,  the  plumber 
leaps,  does 
back  flips, 
fires  himself 
out  of  can- 
nons, and  flies. 
Mama  Mia! 


1  'J 

PROllOCTS 


PIX  IN 
SPACE 


I  Am  a  Canny 

yv  Long  the  standard-setter  for  family  sedans, 
Toyota's  redesigned  1997  CAMRY  does  it  again. 
Key  improvements  include  a  zippier  engine, 
roomier  cabin,  and  cushier  seats.  And  it  costs 
less:  At  $19,868,  the  four-cyhnder  le  model  is 
at  least  $1,500  cheaper  than  the  '96  Camry. 


V  Digital  cameras, 
which  store  images  on 
chips  until  they're 
dumped  onto  a  PC,  are 
going  mainstream,  as 
more  features  are 
added.  Sony's  $849 
DSC-F1  sends  photos, 
without  wires,  to  a 
PC  that  has  infrared 
capabiUties. 


PIP 


COLOR  ME  QUICK 

^  What  does  $500  get  you  in  a  printer  these 
days?  If  you  go  for  a  Hewlett-Packard  870 
SERIES  model,  you  get  a  machine  as  fast  as  many 
laser  printers  that  also  offers  rich  color  The  870 
spits  out  four  be.st-quality  black-and-white  pages 
a  minute  (up  to  eight  draft-quality),  or  one  to 
four  full-color  pages.  It's  Mac-  and  pc-compatible. 


THE  BEST  CD-ROMS 


nUKeMyst'! 
Then  you'll 
probably  love 
The  Neverhood 
from  Dream- 
Works Interac- 
tive, a  series  of 
puzzles  that  are 
rendered  in  a 
wacky  world 
built  from  clay. 
Mattel's  Bar- 


BARBIE  GOES  DIGITAL 


bie  Fashion  Designe)-  lets  young 
girls  create  and  print  out  patterns 
on  fabric  and  dress  up  their  dolls. 

CosmAc  Geometry  from  Ed- 
mark  is  a  rigorous  but  entertain- 
ing educational  title  that  contains 
a  3-D  maze,  dancing  robots,  rotat- 
ing patterns,  and  dozens  of  other 
activities. 

Corbis  brings  the  world  of 


Leonardo  da 
Vinci  to  life 
with  a  digitized 
version  of  the 
Codex  Leices- 
ter, his  manu- 
script dealing 
with  hydrology, 
astronomy,  and 
meteorology. 

The  folks  at 
id  Software,  re- 
sponsible for  Doom,  outdid  them- 
selves witli  Quake,  a  3-D  shoot 
'em  up  that  has  kept  adolescent 
boys— and  adults— occupied  for 
houi"s. 

It's  something  like  Jeopardy!, 
only  with  more  of  an  attitude:  You 
Don't  Know  Jack,  fi-om  Berkeley 
Systems,  is  an  in-everent  and 
vei-y  smai-t  quiz-show  party  game. 
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PRODUCTS 


PUFF 

THE  MAGIC 


»  CIGARS  are  hot. 
Fed  by  a  rise  in 
bai's  and  maga- 
zines devoted 
to  cigars — and 
Hollywood's 
stogie  craze — 
the  fad  led  to 
two  IPOS  of  cigai- 
makers  in  1996, 
and  rising  prices 
and  product  shortages, 
Trae  cognoscenti  still 
prefer  Cubans,  still  il- 
legal iji  the  U.  S.  Sec- 
ond choice:  Dominicans 


CUSHY  FOR 
THE  TUSH 

«  Maintaining  a 
sporting  edge  while 
improving  its  er- 
gonomics, the  high- 
tech HONDA  CBR900RR 
motorcycle  was  re- 
designed in 
1996.  Along 
with  a  new 
fi'ame,  handle- 
bars were 
raised  slightly, 
foot  pegs  low- 
ered, engine  pow- 
er increased,  and 
the  gas  tank  given 
a  narrower  contour 
so  the  rider  fits  in 
better.  The  gi-eater 
comfort  is  especially 
noticeable  on  long, 
twisty  roads.  Price: 
$9,799. 


POCKET 
ROCKET 

»  Nothing  gets  you)- 
address  book  and  cal- 
endar into  portable 
form  better  than  U.  S. 
Robotics'  $249  PILOT. 
Place  it  in  its  cradle, 
hit  a  button,  and  the 
data  in  the  device  are 
synclu-onized 
witli  the 
info  on 
your  I'C. 
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WIRELESS 
WONDER 

y  The  quality  of 
wireless  calling 
took  a  big  leap  for- 
wai-d  with  the  ad- 
vent of  a  new  digital 
technology  called 
PERSONAL  COMMUNICA- 
TIONS SERVICES.  PCS 
calls  ai"e  more  secui-e 
from  eavesdroppers, 
don't  suffer 


SHAKE  IT  UP,  BABY 

Starbucks  has  given  Java  a  whole  new  mean- 
ing in  hot  weather.  The  popular  FRAPPUCCINO,  a 
milkshake-like  coffee  drink,  comes  in  multiple 
flavors  (mocha,  spice,  etc.)  and  has  about  the 
same  caffeine  kick  as  a  latte,  wath  only  two 
grams  of  fat.  And  for  those  3  a.m.  cravings, 
Starbucks  and  PepsiCo  are  stocking  West  Coast 
grocery  shelves  with  bottled  Frappuccino.  The 
rest  of  the  country  will  follow  later  in  the  year. 


Siu*fiiig  Made  Simple 

Wanna  surf  the  Web  from  your  couch?  Gate- 
way 2000's  DESTINATION  ($2,999  and  up)  provides 
one  way,  with  a  combination  big-screen  (31- 
inch)  monitor  and  Pentium  PC.  Meanwhile,  WEBTV 
lets  folks  do  the  Net  without  a  PC.  The  $300  TV 
set-top  box,  designed  by  WebTV  Networks  but 
marketed  by  Sony  and  PhQips/Magnavox,  is 
easy  to  set  up  and  use,  and  the  picture  is  sui- 
prisingly  good.  Subscriptions  are  $20  a  month. 


PRODUCTS  TO  WATCH  IN  1997 


MONDEX'  MONEY  CARD 


■  In  just  a 
couple  of 
months, 
some  35,000 
Hong  Kong 
residents 
snapped  up 
Mondex,  a  refill- 
able  electronic 
money  card  that  is 
backed  by  Master- 
Card and  that  can 
hold  up  to  five  cur- 
rencies. Hong  Kong 
is  the  first  large- 
scale  test  market 
for  Mondex  as  the 
upstart  competes 
against  Visa  Cash 
and  other  cards 
that  are  bidding  to 
become  a  substitute  for  coins  and 
cash. 

■  They  look  like  ordinai-y  com- 
pact disks.  But  a  digital  video 
disk  (DVD)  can  store  an  entire 
full-length  movie.  After  numer- 
ous delays,  the  disks  will  start 
turning  up  in  home  theater  sys- 
tems in  1997,  and  eventually  they 
will  function  as  high-storage  re- 


SUN'S  NETWORK  COMPUTER 


placements  for  cd- 
roms. 

■  Network  com- 
puters ballyhooed 
by  Oracle,  Sun  Mi- 
crosystems, IBM, 
and  others  ai"e 
stripped-down 
computers  that 
di'aw  progi-ams 
fi-om  networks. 
They  could  possi- 
bly bust  up  Mi- 
crosoft and  Intel's 
duopoly. 

■  gm's  EVi  marks 
the  fii'st  fi'om-the- 
gi'ound-up  electric 
car  in  more  than 
75  years.  But  will 
consumers  pay 

$530  to  $690  a  month  for  a  two- 
seater  that  only  goes  90  miles 
before  it  needs  recharging? 
■  Easton  Sports'  Silver  Tip 
hockey  stick  is  being  hawked  by 
Wayne  Gretzky.  Tlie  pricey  $100 
aluminum  stick  is  lighter, 
stronger,  and  more  flexible 
than  a  previous  model 
used  by  the  Great  One. 


'Ji 

ft 

I 
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Go  ahead,  smile.  The  feel-good 
economy  is  good  for  another  year 
But  don't  get  too  complacent- 
amid  the  steady  growth,  low 
interest  rates,  and  mild  inflation 
are  strong  competitive  challenges 
for  Corporate  America 

ore  of  the  same.  For  the  U.  S.  economy,  that's 
the  outlook  for  1997:  more  moderate  growth, 
more  low  interest  rates,  more  modest  infla- 
tion, more  gains  in  jobs  and  income.  Business 
could  even  get  monotonous,  some  forecasters 
I  say,  ticking  out  steady  2%  to  2.5%  growth, 
quarter  after  quarter.  "It  looks  real  boring  right  now,"  says 
Southwest  Airlines  Co.  CEO  Herbert  D.  Kelleher. 

Perhaps  so.  But  with  the  current  expansion  heading  into  its 
seventh  year,  "boring  is  good,"  says  Chris  Varvares  of  fore- 
caster Macroeconomic  Advisers  LLC  in  St.  Louis.  After  aU,  the 
alternative  is  recession — the  fate  that  befell  all  other  peace- 
time expansions,  except  the  1982-90  cycle,  before  they  reached 
their  sixth  anniversaries.  This  time,  the  economy  just  paused 
to  catch  its  breath  in  1995 — and  now  appears  poised  to  grow 
without  a  break  through  the  rest  of  the  decade. 

That  optimism  shows  up  in  business  week's  poll  of  top  ex- 
ecutives: 93%  say  they're  optimistic  about  the  1997  economy, 
with  82%  predicting  that  growth  will  match  or  exceed  1996's 


performance  (page  48).  That 
will  be  reflected  in  their 
own  companies,  the  execs 
say,  with  81%  forecasting 
pi'ofit  gains.  The  only  clouds 
the  executives  see  on  the 
horizon  are  wage  pressure — 
84%  expect  rising  wages  in 
1997 — and  hikes  in  health- 
care costs.  Even  so,  econo- 
,  mist  Brace  E.  Steinberg  of 

commg  on  strong   ^^^^  ^  ^o.  notes 


Leaders 

AGRICULTURE  Rising 
demand,  especially  from 
Asia,  will  help  farmers 

AUTOS  Detroit  expects  a 
good  year,  though  Japan  is 


AVIATION  &  DEFENSE  Boom- 
ing sales  of  commercial 
aircraft  will  offset  declin- 


that  inflation  has  never  be- 
fore remained  so  tame  this 
late  in  an  expansion — a  sign 
that'  what  he  calls  "the  too- 


'Q?irl'!l^J'y_^-°ll^?9^l   good-to-be-true  economy" 

can  keep  rolling  on. 

All  happy  forecasts,  how- 
ever, aren't  alike.  Indeed, 
imder  the  economj^'s  placid 
surface  ai-e  strong  cuiTents 
that  create  shai-ply  varied 
projections  for  different  sec- 
tors. As  the  21  profiles  in 
BUSINESS  ^^eek's  1997  In- 


SOFTWAREThe  Internet's 
growth  has  triggered  a 
creative  free-for-all 

BUSINESS  SERVICES  The 

hard  part  is  finding 
enough  qualified  workers 


dustiy  Outlook  reveal,  even  constant  maci'oeconomic  growi;h 
won't  spell  prosperity  for  all.  "The  engine  is  nmning  at  a 
steady  pace,"  says  David  A.  Wyss,  research  director  at 
DRi/McGraw-Hill,  'Taut  that  means  some  pistons  ai-e  going 
down  even  wliile  others  ai'e  going  up." 

With  the  doUai-  strong,  foreign  trade  will  be  a  di-ag  on  the 
U.  S.  economy:  DRi/McGraw-Hill  predicts  that  the  ti-ade  deficit 
will  climb  by  19%,  after  adjustment  for  inflation,  in  1997. 


BASIC  INDUSTRIES  page  49 


HIGH  TECHNOLOGY  page  57 
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Slashing  costs  is  one  answer.  Chicago-based  outplacement 
consultant  Challenger  Gray  &  Christmas  Inc.  predicts  450,000 
layoffs  in  1997 — down  10%  from  1996 — concentrated  in  new- 
ly deregulated  sectors  such  as  utiUties,  finance,  and  telecom- 
munications. "A  lot  of  middle  managers  will  be  caught," 
warns  Executive  Vice-President  John  A.  Challenger. 

But  other  businesses  are  turning  from  cost^cutting  toward 
expansion.  Take  Varian  Associates,  a  high-tech-equipment 
maker  in  Palo  Alto,  Calif.  The  company  squeezed  costs  so 
hard,  says  CEO  and  Chairman  J.  Tracy  O'Rourke,  that  pro- 
ductivity climbed  23%  each  year  in  the  first  half  of  the  '90s. 
"We  can't  keep  that  up,"  O'Rourke  admits.  So  the  company  is 
looking  for  opportunities  to  expand  sales,  especially  over- 
seas: Last  year,  it  exported  50%  of  its  radiation-therapy  ma- 
chines, up  from  less  than  20%  in  1990. 
RATES  AT  REST.  Painful  as  it  was,  cost-cutting  at  Varian 
and  thousands  of  other  companies  has  been  a  key  to  the 
economy's  long  run  of  prosperity.  By  wringing  more  output 
from  existing  plants  and  workers — ^productivity  gains  largely 
missed  in  the  government's  official  statistics — companies  have 
been  holding  the  line  on  prices.  That  has  been  just  fine  with 
Federal  Reserve  Chairman  Alan  Greenspan,  who  is  deter- 
mined to  leave  a  low-inflation  economy  as  the  legacy  of  his 
decade  at  the  Fed's  helm.  Greenspan  has  used  his  interest- 
rate  levers  to  temper  the  business  cycle's  swings. 

Now,  the  economy  is  so  tame  that  the  Fed  is  hkely  to 
spend  1997  on  the  sidehnes:  Almost  half  the  50  economists 
surveyed  recently  by  business  week  predict  no  Fed  actions 
on  interest  rates  diuing  1997.  The  economy's  output  of  goods 
and  services,  or  gross  domestic  product,  is  hkely  to  gi'ow  by 
2.3%  in  1997,  adjusted  for  inflation,  matching  its  1996  pace.  In- 
flation will  remain  steady  at  just  2.9%,  helping  to  hold  inter- 
est rates  almost  constant.  Thirty-year  Ti-easui7  bonds  wall 
yield  6.6%  on  average  (charts,  pages  46  and  47).  Capital 
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But  that  won't  keep  down  businesses  that  can  ride  the  glob- 
al demand  for  American  quahty  and  knowhow.  As  Boeing 
Co.'s  pitch  to  buy  McDonnell-Douglas  Corp.  shows,  U.S. 
aerospace  and  defense  manufacturers  are  sitting  atop  a  huge 
backlog  of  orders  from  around  the  world.  Other  high-tech  in- 
dustries, such  as  software,  computer,  and  semiconductor  man- 
ufacturing, wiU  post  strong  revenue  gains  at  home  and  abroad 
even  as  domestic  capital  spending  slows.  And  U.  S.  service  in- 
dustries— secuiities  firms 
and  business  services  such 
as  advertising,  law,  and  con- 
sulting— hope  to  capitaUze 
on  growth  in  Asia  and  Latin 
America  (chart,  page  47). 


Laggards 

INSURANCE  stodgy 

,  .  ,„„    companies  can't  grow 
HIGHER  BAR  Laggai'ds  m  '97         .  4.   t  4.  i,, 

win  be  businesses  that  coimt    !heir_way_o_ut_of  trouble 


PACKAGED  GOODS  Prices  for 
items  from  toothpaste  to 


on  general  prosperity  to  car- 
ry them  along.  One  theme 
emerges  clearly  fi"om  Busi- 
NESS  week's  profiles:  Years 
of  tough  competition  have 
raised  expectations  for  qual- 
ity, service,  and  innovation. 
Insurers,  for  instance,  are 
losing  the  race  for  savers' 
dollars  to  nimbler  broker- 
ages, mutual  funds,  and 
banks.  Even  with  continued 
job  growth  to  support  con- 
sumer spending,  packaged- 
goods  and  food-service  com- 
panies will  be  scrapping  for 
shares  of  markets  destined 

i-r\  crrnwr  nnlv  alnwlv 


DRUGS  &  BIOTECH  Witli 
managed  care  pressing 
down  prices,  it  will  be 
hard  to  match_1996_  _ 

i;OOD  SERVICE  Too  many 
new  restaurants  are  chas- 
ing too  few  customers 

METALS  Surging  imports 
and  the  stronger  dollar 
will  hurt  Big  Steel 


INDUSTRY  OUTLOOK 

spending  will  continue  its  slowdown  ft-om  the  double-digit 
gi-owth  rates  of  1993-95,  with  producers  durable-equipment 
spending  rising  5.9%  after  inflation.  Job  gi-owth  will  slow 
fi-om  2%  in  1996  to  1.5%  in  1997,  holding  the  unemployment 
rate  steady,  neai-  November's  5.4%. 

Only  one  major  imbalance  sticks  out:  consumer  debt,  wliich 
hovered  at  record  levels  of  21%  of  aftertax  income  during 
1996.  DRi/McGraw-Hill  predicts  that  the  debt  ratio  will  taper 
off  as  consumers  gi-ow  cautious  and  put  more  of  their  rising 
incomes  in  savings  in  1997. 

A  crisis  of  consumer  confidence — say,  from  a  stock-market 
plunge— would  be  troublesome.  "A  shock  to  the  markets 
could  liit  households  two  ways,  dinving  up  interest  rates  and 
driving  down  confidence,"  says  Mark  M.  Zandi,  chief  economist 
of  forecasters  Regional  Financial  Associates  Inc.  But  even 

produce  a  reces-  HEALTHY  GLOW 

sion  before  mid-  HMOs  are 

1998,  Zandi  says,  holding  doWn 

and  any  down-  ,        °  , 

turn   would   be  drUgCOSts. 

mild.  Hospitals  and 

Rather  than  a  doctors  are  reap- 

recession,   most    •  u  a. 

forecasters    see    mg  the  benefits 

steady   gi-owth  of  efficiency 

ai-oimd  the  long- 
term  trend  rate  of  2.2%  to  2.5%  for  at 
least  the  next  two  years.  The  big  ques- 
tion is  what  such  modest  growth  will 
do  to  wages.  Already,  many  companies 
are  complaining  of  spot  labor  short- 
ages. "It's  tough  to  recruit  people  with 
technical  skills  in  engineering  and  man- 
ufactm-ing,"  says  Ronald  D.  Bullock, 
president  and  CEO  of  Bison  Gear  &  En- 
gineeiing  Corp.,  a  St.  Charles  (ID.)  ma- 
chine-tool maker  with  200  employees.  "We  do  a  lot  of  internal 
education,  because  the  product  coming  out  of  the  public 
schools  is  substandard." 

Labor  is  tight  at  the  upper  echelons,  too.  After  years  of 
downsizing,  many  companies  are  discovering  that  "there's 
no  bench  strength  of  management,"  says  Chicago  headhunter 
Peter  Crist.  That's  good  news  for  companies  that  trafHc  in 
talent.  Manpower  International  Inc.,  the  temporary-help 
agency,  just  struck  a  deal  with  the  American  Institute  of 
Physics  to  find  PhD  physicists  for  short-term  assignments 
with  companies. 


Despite  such  demand,  total  compensation  rose 
at  a  modest  annual  rate  of  2.8%  through  the 
first  nine  months  of  1996.  Wages  have  been 
gi'ovdng  faster — at  a  3.3%  rate — but  total  costs 
have  been  held  down  by  slow  growth  in  fiinge  benefits.  If 
medical  costs  start  to  rise  faster — or  companies  add  more  full- 
time  workers  who  qualify  for  benefits — labor  costs  might 
stai-t  leading  inflation.  "The  folks  who  say  we're  in  a  new  era, 
where  wages  don't  respond  to  demand,  may  be  in  for  a  sur- 
prise," says  Daniel  J.  B.  Mitchell,  a  labor  economist  at  the 
University  of  California  at  Los  Angeles. 
LONG  VIEW.  One  force  that  has  kept  wages  in  check  is  glob- 
alization. As  U.S.  companies  expanded  abroad,  their  fii-st 
priority  was  to  take  advantage  of  cheaper  foreign  labor  to 
produce  goods  for  established  markets.  Now,  though,  U.S. 
companies  are  taking  a  longer-term  approach:  76%  of  the 
113  large  companies  surveyed  by  consultants  at  Futures 
Group  in  Glastonbury,  Conn.,  say  theu*  overseas  investments 
are  aimed  at  winning  a  toehold  in  new  markets  that  will 


tal-;e  four  yeai-s  or  longer  to  develop.  The  most  populai-  tar- 
gets ai-e  the  nations  of  Asia's  Pacific  Rim. 

The  Pacific  Rim  will  lead  the  world  in  growth  again  in 
1997.  DRi/McGraw-Hill  forecasts  Asian  giwrth  at  6.3%,  dovm 
from  6.8%  in  1996.  The  new  star  is  the  Pliilippines,  wliich  is 
stai'ting  to  privatize  state-owned  industries  and  hasn't  yet 
seen  the  wage  hikes  that  are  rampant  in  other  Asian 
economies.  Hong  Kong's  economy  will  enjoy  an  uptick  in 
1997,  says  Salomon  Brothers  Inc.  regional  economist  Kevin 
Chan.  Ajid  China's  volatile  economy  could  grow  9%  in  1997, 
according  to  Goldman,  Sachs  &  Co. 


HOUSING  WILL 
SLOW  DOWN... 


...AND  THE  TRADE 
DEFICIT  WILL  HURT.. 


...BUT  WITH 
INFUTION  TAME... 


'92  '93  '94 
A  MILLIONS  OF  UNIIS 


'96  '97  '92  '93  '94  '95 
-EST.-      A  BILLIONS  OF  1992  DOLURS 


96  '97 
-EST.- 


'92  '93  '94 
I  PERCENT  CHANGE 


'96  '97 
-ESTr 


THE  1997 
ECONOMY 

The  U.S.  economy  .should 
grow  2.3%,  matcliing  il.s  1996 
performance.  Low  interest 
rates  and  inllalioii  spell 
stability.  Tiu;  biggest  risk:  A 
stock-market  drop  that  .spooks 
(lcbt.-lad(!n  (;on.sum(!rs. 

DATA.  DHI/WcCHW/  IIIU 
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CURVE  AHEAD 

With  the  yen 
weakening 
agamst  the 
dollai",  Detroit 
will  become 
more  vulnerable 
to  the  Japanese 


All  the  Asian  economies  still  must  in- 
vest heavily  in  infi-astnicture.  "It  cur- 
rently costs  more  to  move  a  container 
from  southern  China  to  Hong  Kong  than 
to  move  it  from  Hong  Kong  to  the 
U.  S.,"  says  a  i-eport  from  management 
consultant  A.  T.  Kearney  Inc.  It  pre- 
dicts these  coimtries  will  spend  up  to  $3 
ti-ilhon  on  roads,  rails,  and  utilities  in 
the  next  decade.  Consumer-products 
companies  ai-e  joining  the  iiish  to  Asia, 
cfrawn  by  rising  incomes.  "Huge  middle 
classes  ai-e  waiting  to  be  bom  in  China,  India,  and  thi-oughout 
East  Asia,"  says  Keai-ney  Vice-President  Paul  A.  Laudicina. 

Latin  America's  economies,  poised  to  gi-ow  at  an  average 
i-ate  of  4.4%  in  1997,  ai-e  also  drawing  heavy  investments. 
Mexico  should  draw  more  than  $7  billion  in  foreign  investment 
in  1997,  two-thii-ds  of  that  fr-om  north  of  the  border,  says 
economist  Deboi-ah  Riner  of  the  American  Chamber  of  Com- 
merce in  Mexico.  U.  S.  raifroads  ai-e  likely  to  bid  this  year  in 
the  continued  privatization  of  Mexico's  rail  system.  American 
utilities  are  finding  opportimities  to  buUd  natural-gas  pipelines 


GLOBAL 
ECONOMY 


Japan's  faltering  recovery  and  Europe's 
ti^t  fiscal  policies  will  hold  back  global 
growth.  Asia  will  lead. 


GROSS  DOMESTIC  PRODUCT 
ADJUSTED  FOR  INFLATION 

PERCENT  ANNUAL  RATES 
OF  CHANGE,  1992-97 


EUROPE*  JAPAN 


ASIA* 


-1  WORLD 

•EUROPE  INCLUDES  AUSTRIA.  BELGIUM,  DENMARK.  FINLAND,  FRANCE,  GERMANY,  GREECE,  IRELAND, 
ITALY,  NCTHERLANOS.  NORWAY.  PORTUGAL.  SPAIN,  SWEDEN,  SWITZERLAND,  TURKEY,  UNITED  KINGDOM 
"ASIA  INCLUDES  AUSTRALIA,  CHINA.  HONG  KONG,  INDONESIA,  INDIA,  KOREA,  MALAYSIA,  NEW  ZEALAND, 
PAKISTAN,  PHILIPPINES,  SINGAPORE,  TAIWAN,  THAILAND  DRI/McGRAW-HILL 

and  electric  plants,  while  U.  S.  companies  ai-e  likely  to  provide 
most  of  an  expected  .$2.2  billion  in  telecommunications  in- 
vestment in  I99i.  In  Brazil,  General  Motors  will  invest  $3.5 
billion  in  factories  from  1996  through  2000,  with  Ford  ex- 
pecting to  spend  $2.5  bilUon  and  Chrysler,  $315  milUon. 

The  developed  world  will  offer  fewer  chances  for  U.  S. 
exporters.  Japan's  long-awaited  recovery,  which  took  off  with 
12%^plus  growth  in  1996's  first  quarter,  has  stalled:  gdp  grew 
only  0.1%  in  the  third  quarter,  and  DPvi/McGraw-Hill  pro- 
jects only  a  . 1.3%  gain  for  1997. 

Growth  in  Western  Europe  should  match  the  U.  S.  pace  in 


1997.  Governments  are  squeezing  their  budgets  to  cut  deficits 
and  inflation  in  hopes  of  meeting  strict  conditions  for  joining 
the  single  European  currency  in  1999.  Germany  and  France 
have  offset  fiscal  stringency  by  cutting  interest  rates  and 
should  post  2.4%  growth  in  1997.  But  Italy's  success  at  push- 
ing inflation  to  a  record  low  of  2.2%  has  stifled  growth.  Labor 
protests  threaten  to  undennine  Rome's  fiscal  discipline. 

With  Continental  consumers  still  largely  absent,  U.  S.  ex- 
porters won't  find  many  new  buyers  for  their  goods.  But  in- 
vestment is  growing  as  American  companies  bet  their  skills  in 
wringing  out  productivity  can  be  put  to  good  use  among  Eu- 
rope's inefficient  companies.  Gap  Inc.'s  78  European  stores — ^in- 
cluding six  opened  in  1996 — ^use  up-to-date  inventory  manage- 
ment to  turn  over  fashion  lines  three  times  faster  than  its 
European  rivals.  General  Electric  Capital  Services  has  spent  $5 
billion  on  leasing  and  consumer-ci-edit  businesses,  as  well  as 
snapping  up  distressed  real  estate  loans  from  French  banks. 

'The  strong  dollar  adds  impetus  to  such  overseas  invest- 
ments. At  the  same  time,  it  may  stymie  U.  S.  attempts  to  ex- 
port more.  "Every  country  is  trying  to  export  its  way  out  of 
stagnation,"  warns  Lawi'ence  Chimei-ine,  chief  economist  of 
Washington-based  Economic  Strategy  Institute.  For  U.S. 
grovrth,  "trade  is  a  big  question  mark,"  frets  Allen  Sinai, 
chief  economist  at  Primark  Decision  Economics. 

So  U.  S.  companies  that  want  to  prosper  ai'e  still  going  to 
have  to  look  for  new  efficiencies  and  productivity  gains. 
Even  in  a  smooth-sailing  economy,  opportunities  ai-e  mixed 
vrith  risks.  Spectators  may  find  the  1997  economy  dull — ^but  it 
could  be  anything  but  boinng  for  American  businesses. 

By  Mike  McNamee  in  Washington,  with  Wendij  Zellner  in 
Dallas,  Richard  A.  Melcher  in  Chicago,  Bill  Javetski  in 
Paris,  and  bureau  reports 
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BUSINESS  WEEK/HARRIS  EXECUTIVE  POLL 


SUNNY  SIDE  UP 


Executives  are  a  pretty  sanguine 
buncli:  For  five  years  running, 
80%  of  tliem  have  expected  tiieir 
company's  profits  to  improve,  and 
an  even  tiiglier  proportion  tiave 


been  optimistic  about  tlie  economy. 
This  year,  managers  say  their  sales 
and  staffing  will  expand,  as  w\\ 
investment.  Despite  the  optimism, 
more  of  them  are  starting  to  worry 


about  the  prospect  of  rising  infla- 
tion and  interest  rates.  Even  so, 
Alan  Greenspan  remains  well  loved, 
and  President  Clinton  scores  higher 
marks  than  in  1995. 


HIGH  HOPES 

Overiill,  how  would  you  characterize  your  outlook  for  the  U.S. 
economy  in  the  next  12  months— would  you  say  you  are  very 
optimistic,  somewhat  optimistic,  somewhat  pessimistic,  or  very 
pessimistic?  me  1995 

Very  optimistic  13%  8% 

Somewhat  optimistic  80%  79% 

Somewhat  pessimistic  7%  13% 

Very  pessimistic  0%  0% 

STEADY  GROWTH 

Compared  to  the  last  12  months,  do  you  thmk  the  rate  of 
growth  of  the  gross  domestic  product  will  go  up,  go  down,  or 
stay  the  same  over  the  next  12  months? 

1996         1995  1996  1995 

Go  up  27%. ...30%  Stay  the  same  ..55%. .45% 

Go  down  18%. ...25% 

INFLATION  WATCH 

Compared  to  the  last  12  months,  do  you  think  the  rate  of 
inflation,  based  on  the  CPI,  wiU  go  up,  go  down,  or  stay  the 
same  over  the  next  12  months? 

1996        1995  1996  1995 

Go  up  31%  ....12%  stay  the  same  ...63%..73% 

Go  down  5%  ....15%  Don't  know  1%....0% 

T-BOND  TRACK 

Compared  to  where  it  is  right  now,  do  you  think  the  30-year 
Treasury  rate  will  go  up,  go  down,  or  stay  the  same  over  the 
next  12  months? 

1996        1995  1996  1995 

Go  up  38%  ...24%  Stay  the  same  39%.25% 

Go  down  17%  ...47%  Don't  know  6%. ..4% 

THE  JOBLESS  RATE 

Compared  to  the  last  12  months,  do  you  think  the 
unemployment  rate  will  go  up,  go  down,  or  stay  the  same  over 
the  next  12  months? 

1996        1995  1996  1995 

Go  up  28%. ...35%  Stay  the  same  ..53%. .50% 

Go  down  19%  ...15% 

THE  PLEASURE  OF  YOUR  COMPANY 

And  now  some  questions  about  your  expectations  for  your 
company  over  the  next  12  months.  Please  give  your  best 
estimate.  Do  you  thiiJc  each  of  the  following  will  mcrease  or 
decrease  between  now  and  December,  1997? 

STAY  DON'T 
INCREASE    DECREASE    SAME  KNOW 

Sales  92%  1%  ....6%...1% 

Full-time  employees  48%  18%  ..34%...0% 

Investment  in 

plant  and  equipment  65%  11%  ..21%. ..3% 

Typical  prices  of  standard 

products  or  services  37%  20%. ..41%. .2% 


STAY  DONT 
INCREASE    DECREASE      SAME  KNOW 

Exports  40%  4%  ....19%  ..37% 

Wage  and  salary  rates  84%  1%....15%  ....0% 

Health-care  costs  per  employee  ..55%  ....15%  ....29%  ....1% 

Investment  in  research 

and  development  51%  7%. ...34%  ...  8% 

PROFIT  PROGNOSIS 

Do  you  think  your  company's  profitability  will  improve,  stay  the 
same,  or  get  worse  in  1997? 

1996     1995  1996  1995 

Improve  81%  .78%  Get  worse  4%. ...6% 

Stay  the  same  13%  .13%  Don't  know  2%. ...3% 

GREENSPAN  FANS 

How  would  you  rate  the  job  Alan  Greenspan  and  the  Federal 
Reserve  are  doing — excellent,  pretty  good,  only  fair,  or  poor? 

1996        1995  1996  1995 

Excellent  50%  ..40%  Poor  0%  0% 

Pretty  good  44%  ..52%  Don't  know  2%  0% 

Only  fair  4%. ...8% 

CLINTON  TODAY... 

How  do  you  rate  President  CUnton's  handling  of  the 
economy — excellent,  pretty  good,  only  fair,  or  poor? 

1996        1995  1996  1995 

Excellent  5%  ....3%   Poor  10%  ..12% 

Pretty  good  40%  .  .34%   Don't  know  4%  ....  1% 

Only  fair  41%  ..50% 

...AND  TOMORROW 

Do  you  think  President  Clinton,  m  his  second  term,  will  be 
more  favorable  to  busmess  than  he  was  m  his  first  term,  less 
favorable  to  busmess,  or  about  the  same? 

More  favorable  15%   About  the  same  59% 

Less  favorable  25%   Don't  know  1% 

FRIENDS  ON  THE  HILL? 

Do  you  thmk  the  new  Congress  ^vill  be  more  favorable  to  busi- 
ness than  the  last  Congress,  less  favorable,  or  about  the  same? 

More  favorable  21%   About  the  same  74% 

Less  favorable  5% 

A  BALANCED-BUDGET  AMENDMENT 

Do  you  favor  or  oppose  a  constitutional  amendment  requiring  a 
balanced  budget?  Are  you  strongly  or  slightly  in  favor,  or 
slightly  or  strongly  opposed? 

Strongly  in  favor  36%   Slightly  opposed  19% 

Slightly  in  favor  26%    Strongly  opposed  15% 

Don't  know/refused   4% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  405  senior  executives  at  corporations  drawn  from  the 
BUSINESS  WEEK  1000.  Interviews  were  conducted  Nov.  25  to  Dec. 
13,  1996,  and  Nov.  30  to  Dec.  15,  1995,  for  business  week  by 
Louis  Harris  &  Associates  Inc. 
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ATTTPOQ  Demand  for  minivans  and  sport  utilities  should 
rVU  1  \J\J  help  Detroit  keep  on  truckin',  but  car  sales 
are  fiat-and  the  Japanese  loom  large  in  the  rearview  again 


N 


rESI.-i 

'96  '97 


DATA;  ORI/McGRAW-HILL 


POSITIVES  ►  Greater 
flexibility  from  the  new 
labor  contract  should 
help  carmakers  keep  costs 
down 

^Attractive  new  vehicles, 
especially  sport  utilities 
and  minivans,  are  on  the 
way 


NEGATIVES  >■  Japanese 
auto  makers  will  pose  a 
stiffer  cMllenge,  because  of 
cost-cutting  and  a  weaker 
yen 

►  Used-car  prices  are  soft- 
ening, often  an  omen  of  a 
slowdoum  in  the  new-car 
business 


Detroit  is  hoping  1997  will  be  an- 
other year  on  cruise  conti'ol,  al- 
though nervous  auto  executives 
are  keeping  a  foot  poised  over 
the  brake  pedal,  just  in  case.  The  eco- 
nomic gi'owth,  lovs^  interest  rates,  and 
strong  consumer  confidence  that  have 
fueled  thi-ee  years  of  solid  auto  sales 
appear  to  promise  another  good  year 
for  the  industiy  Says  one  institutional 
investor  with  lai-ge  auto-stock  holdings: 
'Teople  actually  still  have  some  jingle  in 
theii-  pockets." 

Most  industiy  vfatchers  predict  that 
U.  S.  cai-  and  light  track  sales  will  hov- 
er close  to  last  year's  15.1  million  units. 
Says  Ford  Motor  Co.  Chairman  Alexan- 
der J.  Ti-otman:  "It's  more  of  the  same, 
which  I  define  as  great." 
PRICE  SLICE.  But  the  optimism  is  tinged 
with  wony.  The  weakening  of  the  yen 
sliced  Detroit's  average  price  advantage 
over  Japanese  models  to  $1,000,  from 
$1,400,  dm-ing  1996.  The  possibility  of  an 
economic  downturn  also  concerns  the 
auto  industry,  now  that  the  economic 
recovery  is  six  years  old.  Says  First 
Chicago  Corp.  economist  Diane  C. 
Swonk:  "After  getting  a  real  breather 
fi'om  the  yen  for  years,  the  Big  Three 
are  seeing  eveiything  start  to  turn  on 
them  at  once." 

One  bad  omen:  Used-cai'  prices — usu- 
ally a  leading  indicator  for  new-car 
sales — were  soft  most  of  the  past  year 
and  sagged  further  in  the  fall.  With 
huge  numbers  of  off-lease  autos  swelling 
used-car  inventories,  that  weakness  will 
likely  continue  this  year,  says  Christo- 
pher W.  Cedergi-en,  an  independent  auto 
consultant  in  Thousand  Oaks,  Calif.  He 
estimates  that  just  over  4  million  vehi- 
cles will  be  coming  off  lease  this  year, 
vs.  some  3.2.5  million  in  199fi. 

The  threat  from  Tokyo  looms  largest 
in  Motown's  reai-view  miiTor  right  now. 
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Many  Japanese  carmakers  slashed  costs 
when  the  yen  soared.  They're  enjoying 
the  fruits  of  those  efforts  now,  even  as 
the  yen  tumbles.  This  allows  them  to 
both  fatten  profit  margins  and  cut  prices 
on  some  new  models.  The  Japanese 
should  continue  to  make  small  gains  in 
market  share  this  year,  reaching  23% 
of  U.  S.  light  vehicle  sales,  vs.  22.8%  in 
1996,  says  Cedergren.  By  the  end  of 
the  decade,  he  expects  the  Japanese  to 
approach  their  1991  peak  of  25.8%.  Says 
Chrysler  Corp.  Chairman  Robert  J. 
Eaton:  "Over  time,  I  view  them  as  oui- 
No.  1  competitor." 

The  flat  auto  market 
will  only  intensify  car- 
makers' battle  for  a  piece 
of  the  pie.  Says  Delaware 
car  dealer  Frank  Urso- 
marso:  "People  are  going 
to  be  stealing  from  each 
other,  trying  to  gain  in- 
roads against  their  com- 
petitors." The  Japanese 
carmakers'  higher  profits 
will  allow  them  to  slap 
on  rebates  in  any  seg- 
ment where  sales  cool. 
Detroit  would  likely  fol- 
low suit.  Already,  15%  of 
all  1997  models  "cany  rebates  of  $1,000 
or  more,  says  DRi/McGraw-Hill  analyst 
Lincoln  Merrihew.  And  that  doesn't 
even  include  sweetened  lease  deals,  he 
adds:  "It's  going  to  be  a  buyer's  year." 

Wliere  the  rivaliy  could  get  ugly  is 
the  stalled-out  car  miu-ket,  which  con- 
tinues to  lose  ground  to  trucks,  even 
as  a  raft  of  new  cars  hits  the  market. 
Nowhere  is  the  glut  greater  than  in 
family  sedans.  General  Motors  Corp. 
alone  is  bringing  out  a  new  Buick  Regal 
and  Century,  Chevy  Malibu,  and  Olds- 
inobile  Intrigue  and  Cutlass,  on  top  of 
those  it  introduced  in  late  1996.  And 
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the  first  of  Chrysler  Corp.'s  next  gen- 
eration of  LH  sedans  wll  arrive  next 
fall.  They're  hkely  to  face  stiff  competi- 
tion from  revamped  Japanese  entries: 
the  Nissan  Altima  next  summer  and 
the  Honda  Accord  in  the  fall.  Merrihew 
advises  watching  for  a  battle  royal  for 
the  best-seUing  car  crown,  as  the  Cam- 
ry  introduced  by  Toyota  in  fall  1996 
challenges  the  new  Accord  and  long- 
time titleholder  Ford  Taurus. 
BLOOD  SPORT.  The  other  car  battle- 
ground win  be  in  the  exotic  realm  of 
the  sports  cai'.  Plymouth's  Prowler  hot 
rod  and  Chevy's  latest  Coi-vette  will  ar- 
rive this  spring,  along 
with  the  Poi"sche  Boxster 
roadster  and  the  sleek 
Mercedes-Benz  SLK  di-op- 
top.  They  join  the  fray 
with  the  new  BMW  Z3 
two-seater  and  Jaguar's 
sexy  XkS  coupe  and 
convertible. 

Ti'ucks  are  likely  to 
continue  fueling  auto 
sales  this  year.  Sport- 
utility  vehicles,  piclaips, 
and  minivans  are  fljang 
out  of  dealer  Peter 
Jarvis'  suburban  New 
Jersey  showTooms.  "Tliis  is  traditionally 
not  thought  of  as  track  countiy,"  Janis 
says.  Now,  though,  "it's  like  Jeep  Won- 
derland around  here." 

That's  partly  because  the  boxy,  spai'- 
tan  Jeep  has  been  transmuting  itself 
into  everything  from  cute  little  sport- 
sters to  testosterone-infused  Rambo- 
mobiles.  This  year  brings  a  macho  new 
Dodge  Durango  and  a  civilized,  cariike 
Honda  CR\'  compact  sport-utility  veliicle. 
The  CRV  is  just  one  of  a  sti'eam  of  at- 
tractive new  tracks  that  give  Japanese 
auto  makers  their  best  chance  in  years 
of  breaking  Detroit's  stranglehold  on 
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the  lucrative  truck  segment.  (Detroit 
still  controls  86%  of  light  tinck  sales, 
which  now  account  for  43%  of  all  light 
vehicle  sales.)  Tbyota's  new  Sienna  mini- 
van,  to  be  built  in  its  Georgetown  (Ky.) 
faetoiy  and  based  on  the  Camiy  chiissis, 
will  debut  late  this  year.  Even  the  Ger- 
mans ai-e  getting  into  the  act:  Mercedes' 
new  Vance  (Ala.)  plant  begins  cranking 
out  the  new  M-Class  "all-activity  vehi- 
cle" early  this  yeai: 

Chrysler  will  spend  1997  trying  to 
squeeze  more  output  fi-om  its  plants  to 
keep  adding  to  its  16%  market  shai-e. 
Its  biggest  challenge  may  be  to  match 
1996's  record  sales  and  profits.  Wall 
Street  will  be  watching  to  see  if  the 
No.  3  auto  maker  can  keep  cutting  parts 
and  engineeiing  costs  without  sacrificing 
quality.  Chiysler  will  earn  $4.1  billion  in 
1997,  up  8%,  on  sales  of  $60.7  billion,  a 
7%  increase,  according  to  Lehman 
Brothei-s  Inc.  analyst  Joseph  Phillippi. 

Cost-cutting  is  key  at  Ford,  which  is 
telling  employees  it  must  slash  spending 
by  %2.h  billion  this  year.  Trotman  and 
Jacques  A.  Nasser,  the  new  president  of 
Ford  Automotive  Operations,  are  un- 
der pressure  to  keep  the  global  Ford 
2000  reorganization  rolling.  'Tou  name 
me  a  cost  element  and  weVe  pounding 
away  at  it,"  says  Trotman.  Without  deep 
budget-slashing,  Ford  won't  be  able  to 
shake  the  stigma  of  having  Detroit's 
least-profitable  auto  operations.  Leh- 
man's Phillippi  projects  Ford's  earnings 
will  climb  31%  this  yeai-,  to  $4.9  billion, 
as  sales  rise  12%,  to  $164  billion. 
LABOR  PAINS,  gm's  1997  challenge  is 
stopping  its  market-share  hemoiThage. 
Sure,  the  No.  1  auto  maker  has  been 
losing  share  for  nearly  two  decades,  but 
last  year  was  downright  scary.  Sevei'al 
lengthy  strikes  and  the  changeover  of 
25%  of  its  product  lineup,  involving 
eight  factories,  disrupted  sales^-.in  the 
second  half  of  1996,  when  market  share 
dipped  below  30%.  g.m  is  hoping  share 
will  rebound  when  the  last  of  its  new- 
model  launches  is  wrapped  up  this  sum- 
mer, gm's  earnings  will  soar  .53%,  to  $6.1 
billion,  as  sales  jump  11%,  to  $160.6  bil- 
lion, Phillippi  says. 

For  GM  to  achieve  numbers  like  that, 
it  needs  progress  on  the  labor  front. 
The  new  three-year  contract  the  Big 
Three  signed  this  fall  with  the  Uniterl 
Auto  Workers  will  allow  gm,  as  well  as 
Ford  and  Chrysler,  some  flexibility  to 
shrink  their  blue-collar  ranks  in  both 
parts-making  and  auto-assembly  oper- 


Auto  dealers  had  better  get  used 
to  the  idea  of  used-car  superstores 
shaking  up  the  retail  automotive 
market.  The  first  wave  of  these 
megastores  is  nothing  compared 
with  the  aggressive  expan- 
sions planned  by  the  big 
players  in  1997. 

Armed  with  no-haggle 
prices  and  sleek,  high-tech 
showrooms,  used-car  superstores 
such  as  Circuit  City  Stores  Inc.'s 
CarMax  division  are  attracting  inter- 
est from  consumers — and  from  the 
Big  Three.  Chrysler  Corp.  even 
awarded  a  new-car  franchise  last 
year  to  a  CarMax  used-car  super- 
store in  Atlanta.  "CarMax  has  done 
some  things  very  well,  particularly 
with  computer  technology,"  says 
James  P.  Holden,  Chrysler's  head  of 
sales  and  marketing. 

Most  traditional  new-car  dealers 
also  sell  used  vehicles,  so  the  used- 
car  superstores  strike  at  the  heart  of 
dealers'  entrepreneurial  domain. 
They  complain  that  deep-pocketed 
public  companies  will  unfairly 
undercut  them.  But  consumers 
applaud  the  user-friendly  showrooms 
and  soft-sell  approach  of  CarMax 
and  others. 

Even  some  dealers  agree  that  Car- 
Max  has  sparked  a  revolution  in  the 
showroom  that  is  here  to  stay.  "Car- 
Max  has  made  everybody  sit  up  and 
take  notice,"  says  Steven  B.  Kalafer, 
a  Flemington  (N.J.)  dealer  with  Ford, 


ations.  However,  gm  could  face  local  la- 
bor problems  if  it  can't  move  beyond 
the  adversarial  relations  that  sparked 
several  costly  strikes  last  year. 

G.\i  is  again  counting  on  ovei"seas  mar- 
kets for  continued  gi-owth.  Europe  and 
South  America  are  likely  to  remain 
steady  profit  engines.  Ford,  however, 
has  stumbled  badly  in  both  mai'kets,  al- 
though it  insists  its  European  opera- 
tions will  get  back  in  the  black  this 


Mazda,  and  Nissan  franchises. 

CarMax  plans  to  add  nine  used- 
car  stores  in  1997  to  the  six  that  are 
already  open.  AutoNation,  the  chain 
launched  by  Blockbuster  Videos  Inc. 
founder  H.  Wayne  Huizenga, 
expects  to  have  19  open  by 
the  end  of  1997.  AutoNation 
is  also  looking  for  new-car 
dealerships  and  recently 
struck  a  deal  with  Ford  to  smooth 
buyouts  of  existing  franchises. 
Driver's  Mart,  a  consortium  made  up 
of  21  influential  dealers,  plans  to 
build  25  used-car  emporiums  this 
year.  "Our  ultimate  goal  is  to  be  in 
the  100  biggest  markets  in  the 
U.  S.,"  says  Driver's  Mart  Chief  Exec- 
utive Thomas  Eggleston. 

In  response,  independent  dealers 
are  adding  computer  kiosks  that  let 
customers  browse  for  prices  and 
options  before  talking  to  a  sales  rep- 
resentative. Dealers  are  also  experi- 
menting with  money-back  guaran- 
tees on  used  cars  and  extended 
warranties.  And  they're  offering 
areas  where  children  can  play  while 
their  parents  shop. 

With  superstores  accelerating 
their  growth,  the  changes  are  just 
beginning.  "These  companies  have 
the  capital  and  the  processes  to  be 
very  successful,"  says  Montgomery 
Securities  analyst  Jordan  Hymowitz. 
Traditional  dealers  will  need  to  rev 
up  quickly  to  keep  pace. 

By  Bill  Vlasic  in  Detroit 


year.  All  of  the  Big  Three  are  looking, 
too,  to  Asia  for  immediate  sales  gi-owlli. 
but  distant  eiu-nings.  "In  10  yeai-s,  India 
is  going  to  be  a  larger  market  than  Chi- 
na," ijredicls  Chi-ysler's  Eaton.  With  the 
U.  S.  market  still  healthy  but  unlikely  to 
expand  much  furthoi-,  such  promising 
international  n]i])oilunitios  are  Detrail's 
best  bet  for  Inng-tenn  i)i-ospority. 

By  luitlilcini  Kerwiii,  irifli  Keith 
Ndiif/liloii,  in  Detroit 


TREND 

USED-CAR  DEALERS 


Ford  is  focusing  on  cost-cutting,  GMon  market  share, 
and  Chrysler  on  trying  to  match  a  stellar  '96 
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POSITIVES  ►  Crude  oil 
and  gas  prices  look  to  slay 
high — a  profit  bonus  for 
producers 

>■  Alliances  promise  lower 
operating  expenses 
>■  Asia's  booming  oil  needs 
should  boost  world 
demand  a  robust  2.4% 


NEGATIVES  >■  Informa- 
tion on  Asian  markets  is 
spotty,  making  forecasts 
difficult 

Shortages  of  drilling  rigs 
and  experienced  workers 
are  pushing  up  costs 
>-High  energy  prices  have 
consutmrs  angry 


The  energy  industiy  won't  match 
the  blisteiing  rise  in  profits  it  en- 
joyed in  1996.  The  problem  isn't 
demand.  Eyen  though  Asia's  ener- 
gy-himgiy  Tigers  should  moderate  their 
pell-mell  expansion,  worldwide  energy 
demand  wiU  stiU  rise  perhaps  2.4%,  just 
short  of  last  yeai-'s  tonid  2.7%  rise.  Sup- 
ply isn't  a  problem,  either.  Iraq's  return 
to  the  world  oil  market  should  depress 
prices  only  slightly  by  adding  600,000 
baiTels  of  oil  a  day  to  supplies. 

Still,  oil  companies  will  barely  in- 
a'ease  profits.  Paine  Webber  Inc.  oil  an- 
alyst Steven  A.  Pfeifer  expects  the  oil 
majors'  profits  to  rise  between  2%  and 
5%  this  year,  compared  with  an  esti- 
mated 31%  in  1996.  One  reason  is  that 
new  petrochemical  production  capacity 
wiU  push  down  the  prices  they  can  fetch 
for  chemicals.  Also,  refiners'  margins 
will  be  pressui-ed  by  strong  crude 
prices.  With  the  world  still  craving  oil, 
those  companies  that  can  most  easily 
crank  up  crade  production  should  see 
the  biggest  profits.  Pfeifer's  favorites — 
Mobil  Oil,  British  Petroleum,  Texaco, 
and  Marathon  Oil — are  aggressive  pro- 
ducers of  oil  and  natural  gas,  with 
strong  cost-cutting  progi-ams.  And  they 
have  relatively  small  chemical  opera- 
tions, so  they  won't  be  hurt  as  much 
by  weakness  in  chemical  prices. 
COLD  CASH.  Natm-al-gas  companies  will 
see  smaller  profit  gains,  too.  Prices  should 
settle  a  bit,  to  $2.25  per  1,000  cubic  feet, 
down  fi-om  '96's  average  $2.45,  says  ana- 
lyst Cai-ol  Coale  of  Piudential  Securities 
Inc.  But  demand  should  be  healthy.  She 
sees  U.  S.  natui-al-g;is  production  liitting  a 
10-year  high  of  19.9  trillion  cubic  feet, 
up  1.6%,  if  winter  is  as  cold  as  usual. 
She  expects  gas  comjjanies'  profits  to 
rise  32%,  vs.  a  quadrupling  la.st  year. 

With  profit  gi-owth  slowing,  energy 
companies  are  squeezing  out  costs.  Shell 


Oil,  Star  Enterprise,  and  Texaco,  for  in- 
stance, may  combine  their  U.  S.  refining 
and  marketing  operations.  But,  says 
Prudential  Securities  oil  analyst  Frank 
P.  Knuettel,  "on  balance,  most  of  the 
big  savings  are  over." 

That's  a  message  Wall  Street  got 
some  time  ago.  Despite  higher  profits, 
shai'es  of  20  major  companies  rose  just 
24%  thi'ough  mid-December,  matching 
the  gain  of  the  Standard  &  Poor's  500- 
stock  index.  Shares  of  oil-equipment  and 
oil-service  companies  did  better,  rising 
an  average  44% — because  of  gi'owing 
shortages  of  drilling  rigs  and  of  skilled 
field  workers.  Standouts  last  yeai-  in- 
cluded Schlumberger  Ltd.  and  Baker 


It's  the  hottest  game  in  the  energy 
business:  to  invest  wisely  by  calculat- 
ing which  projects  boost  shareholder 
value  and  which  don't.  Sounds  obvi- 
ous. But  in  the  past,  energy  compa- 
nies often  focused  on  maxi- 
mizing profits  without 
taking  full  account  of  the 
cost  of  the  assets  needed  to 
produce  those  profits. 

Few  have  made  better  use  of  the 
benchmark  known  as  "economic  value 
added"  (EVA)  than  Phillips  Petroleum 
Co.  The  Bartlesville  (Okla.)  company 
has  boosted  EVA — that  is,  net  aftertax 
profit  less  the  cost  of  capital — by  53% 
since  1993.  Its  28%  total  return  to 
stockholders  last  year  was  third  among 
the  14  largest  oil  companies,  after 
British  Petroleum  Co.  and  Texaco  Inc. 


Hughes  Inc.,  whose  stocks  both  rose 
about  50%. 

Investors  haven't  shaken  their  belief 
that  prices — and  profits — could  crater 
once  Iraq  staits  pumping  oil  big-time. 
Analysts  project  the  yearly  avei-age  price 
will  faU  7%,  to  $20.50  a  barrel,  in  1997. 
Playing  it  safe,  Texaco  Inc.  approves 
drilling  projects  only  if  they  will  pay  off 
with  on  prices  as  low  as  $15  a  baiTel. 

That  same  caution  iims  up  and  down 
the  oil  patch,  which  hasn't  forgotten  its 
eaiiy  1980s  hangover.  The  best  hope  for 
energy  companies  in  1997  is  that  world- 
wide demand — fueled  by  those  Asian 
Tigers — will  continue  to  sm-ge. 

By  Gary  McWilliams  in  Houston 


One  way  Chief  Executive  Wayne 
Allen  increases  value  is  to  favor 
"payoff  projects"  that  produce  fresh 
revenue  and  profit,  while  casting  a 
skeptical  eye  on  investments  to 

spruce  up  existing  opera- 
tions. In  1996,  77%  of 
Phillips'  capital  went  into 
payoff  projects,  up  from 
44%  in  1995.  They  include 
chemical  production  in  China  and 
natural  gas  production  from  the 
North  Sea. 

Focusing  too  much  on  EVA  can 
cause  companies  to  withhold  money 
from  long-term  projects.  So  this  year 
Allen  is  giving  exploration  teams 
three-year  financing  commitments,  so 
projects  aren't  turned  on  and  off  as 
oil  or  gas  prices  shift. 
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even  higher,  with  earnings  likely  to  surpass  the  records  set 
in  '96.  The  only  sore  spot:  Belt-tightening  at  the  Pentagon 
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POSITIVES  ^Commer- 
cial orders  are  running  at 
full  throttle,  and  employ- 
ment is  leveling  off 
>■  Profits  are  strong 
►  The  industry  will  benefit 
from  the  boom  in  satellites 
for  communications  and 
entertainment 


NEGATIVES  >Budget- 

cutting  could  squeeze 
defense  procurement 

►  Government  airwave 
auctions  could  drive  up 
costs  of  satellite  projects 

►  The  easy  cost-cutting 
from  consolidation  is 
largely  over 


The  aviation  business  is  soaiing  as 
sales  of  commercial  aircraft  contin- 
ue to  climb.  Earnings  in  1996  rose 
65%,  to  a  record  $7.6  billion,  ac- 
cording to  preliminary  data  from  the 
Aerospace  Industries  Assn.  (aia).  Profit 
margins  in  1996  wlU  be  the  highest  in 
three  decades.  And  industiy  employment 
may  finally  bottom  out  at  about  700,000, 
as  years  of  downsizing  come  to  a  close. 

Credit  a  wave  of  new  equipment  pur- 
chases by  ail-lines  that  are  finally  back  in 
the  black.  Revenues  for  aii'craft  makers 
rose  6%  in  1996,  to  $112  billion,  and  1997 
might  be  even  better  for  this  cycUcal 
business.  The  aia  expects  civilian  sales  to 
fuel  an  additional  11%  revenue  rise  in 
1997,  to  $125  billion.  With  high  produc- 
tion rates,  profits  could  jump  even  faster, 
says  MeiTill  Lynch  &  Co.  analyst  Byron 
K.  Callan.  Cost-cutting  will  help,  too: 
Boeing  Co.  says  it  can  wring  $1  billion  in 
annual  costs  out  of  its  planned  combina- 
tion with  McDonnell  Douglas  Corp. 
DEFENSE  DRAG.  Militaiy  programs  may 
be  the  only  drag  on  the  booming  indus- 
try. Daniel  M.  Tellep,  retiring  chairman  of 
industry  leviathan  Lockheed  Martin 
Corp.,  predicts  defense  revenues  will  be 
"flat  at  best."  With  the  drive  to  balance 
the  federal  budget,  Northrop  Grumman 
Corp.'s  B-2  and  other  aircraft  may  come 
under  fire.  There's  not  enough  money  to 
fund  all  the  fighter  programs  that  the 
Defense  Dept.  is  gearing  up  for:  Lock- 
heed Martin's  F-22,  McDonnell  Douglas' 
new  F/A-I8S,  and  the  .$200  billion  Joint 
Strike  Fighter  project,  which  Lockheed 
and  Boeing  ai-e  competing  to  build. 
"We're  facing  a  crisis,"  says  Representa- 
tive Curt  Weldon  (R-Pa.),  chairman  of  a 
House  national  security  subcommittee. 

The  saving  grace  for  aerospace  will 
be  the  commercial  side,  including  the 


thriving  satellite-based  entertainment 
and  communications  business.  Salomon 
Brothers  Inc.  estimates  that  1997  air- 
ci'aft  deUveries  will  cUmb  52%,  and  the 
AIA  says  helicopter  deliveries  will  jump 
31%.  Led  by  Boeing,  which  is  doubling 
production,  sales  will  zoom  from  $27.7 
biUion  to  $40.6  billion.  And  even  though 
Boeing  is  spending  heavily  on  develop- 
ment of  a  new  747,  profits  could  rise, 
too.  Indeed,  the  prosperity  could  create 
headaches  if  suppliers  can't  i-amp  up  fast 
enough.  "Shortages  vriU  begin  to  become 
an  issue,"  frets  bt  Seciirities  analyst 
Wolfgang  H.  Demisch. 


Europe's  defense  industry  has 
remained  immune  to  the  merger 
fever  sweeping  the  U.S.  defense 
industry.  But  1997  will  bring  the  first 
steps  toward  consolidation,  starting 
in  France.  "Europe  can't 
delay  any  longer.  The  era  of 
state-run  defense  compa- 
nies is  over,"  says  Heinz 
Schulte,  a  Bonn-based 
defense  consultant. 

Politics  has  stalled  mergers  in 
Europe.  Defense  contractors  have  felt 
little  pressure  to  merge  to  improve 
efficiency,  either  because  they  are 
state-owned  or  because  government 
supporters  have  kept  business  com- 
ing their  way.  And  national  pride  has 
gotten  in  the  way  of  cross-border 
mergers.  To  date,  only  Britain  has 


Industry  consolidation  will  continue. 
Lockheed  Martin  has  shown  the  bene- 
fits of  bulking  up,  winning  seven 
straight  bids  since  it  bought  Loral 
Corp.  in  1996.  In  the  wake  of  the  giant 
Boeing/McDonneU  merger,  smaller  play- 
ers such  as  Raytheon  Co.  and  the  de- 
fense unit  of  GM  Hughes  Electronics 
may  seek  partnerships  with  fellow  de- 
fense contractors  to  cut  costs  and  im- 
prove productivity.  So,  even  the  de- 
fense downturn  won't  take  the  luster 
off  another  boffo  profits  perfomance. 

By  Stan  Crock  in  Washington,  with 
Andy  Reinhardt  in  San  Francisco 


extensively  reformed  its  defense 
industry. 

Privatization  of  France's  defense 
companies  could  break  the  logjam. 
State-owned  Aerospatiale  is  expected 
to  be  sold  this  year  to  Das- 
sault Aviation.  And  France 
has  vowed  to  complete  the 
stalled  privatization  of 
Thomson,  the  state-owned 
defense-electronics  giant,  by  spring. 

The  pressure  on  Europe  to  act 
could  increase  if  U.S.  mergers  boost 
the  revenues  of  its  defense  giants 
beyond  the  $50  billion  mark.  For 
instance,  Schulte  says,  Britain's  Gen- 
eral Electric  Co.  (GEO  and  British 
Aerospace  PLC  could  be  forced  into  a 
hasty  marriage. 

By  Gait  Edmondson  in  Paris 
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TREND 


CONSOLIDATION 
IN  EUROPE 


BUSINESS  WEEK  /  JANUARY  13.  1997  53 


BASIC  INDUSTRIES 


PACKAGED  GOODS  S°pS'S 

products,  promotions-and  prices.  But  what  they  really  need 
is  some  revenue  growth 

P      ROGNOSiS  1997 

NEGATIVES  ►  With  sales 
flat,  competition  will  make 
margins  razor-thin 
>More  layoffs  are  likely 
>-Less  money  will  be  avail- 
able for  development  of 
products 

^Big  Tobacco  faces  big 
legal  troubles 


INCLUDES  FOOD.  TOBACCO  PRODUCTS,  SOAP  &  CLEANING  PREPARATIONS,  &  TOILETRIES 
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POSITIVES  Customers 
will  pay  less  and  get  more 
>■  Producers  will  save 
money  by  concentrating  on 
successful  core  products 
►  There  will  be  fewer 
coupons  and  unwanted 
promotions  deluging  dis- 
tracted consumers 


For  yeai-s,  discount  coupons  have 
fattened  Sunday  newspapers  and 
clogged  mailboxes.  But  since  only 
a  tiny  fi-action  of  coupons  are  re- 
deemed, the  companies  that  make  pack- 
aged goods  such  as  cigarettes,  toOetries, 
and  prepai-ed  foods  began  wondering  if 
they  were  worth  the  trouble.  So  in  1996, 
Procter  &  Gamble  Co.  sought  an  an- 
swer. In  a  Rochester  (N.  Y.)  test,  it  sim- 
ply stopped  offeiing  coupons. 

The  test  is  still  going  on,  and  secre- 
tive P&G  isn't  talking  about  it.  But  even 
a  test  of  dumping  coupons  is  a  sign  of 
the  changes  sweeping  the  packaged- 
goods  industi-y.  With  revenue  slovnng, 
the  pressure  is  on  to  cut  marketing 
costs,  reduce  product  lines,  shrink  in- 
ventoi-ies,  and  pinpoint  hot-selHng 
items — often  with  the  help  of  computers. 
SMOKE  ALERT.  The  efficiency  drive  is 
paying  off.  Packaged-goods  makers 
should  manage  to  increase  profits  10% 
in  '97  even  with  flat  revenues,  says  John 
McMillan,  an  analyst  at  Prudential-Bache 
Secmities  Inc.  Overseas  sales  will  likely 
be  the  only  source  of  revenue  growth. 

Tobacco  is  likely  to  outperform  the 
rest  of  the  packaged-goods  industry,  vrith 
operating-profit  increases  in  the  high 
teens.  Even  so,  all  is  not  well  with  Big 
Tobacco.  Watch  for  more  serious  talk 
about  a  negotiated  settlement,  mandated 
by  Congress,  to  lawsuits  brought  by 
more  than  17  states  seeking  to  recover 
health-care  costs  fi-om  tobacco-related  ill- 
ness. The  fii-st  trial  could  begin  in  Mm-ch. 
Richard  Sanggs,  a  plaintiffs'  lawyer,  says 
the  industiy  will  be  forced  to  settle  be- 
cause "if  they  lose  just  one  of  these  cas- 
es, they'll  have  to  declare  banlcinptcy." 

For  the  flj-st  time  in  years,  i)ackaged- 
goods  makers  iu-e  routinely  nitting  prices 
instead  of  raising  them.  One  example  is 


Kellogg  Co.  Following  Post's  lead,  the 
Battle  Creek  (Mich.)  company  has  made 
a  frontal  assault  on  promotion  and  pro- 
duction costs.  Last  summer,  Kellogg  cut 
prices  on  two-thirds  of  its  cereal  brands 
by  an  average  of  19%.  The  other  cereals 
were  ah'eady  "value-priced,"  says  spokes- 
man Anthony  Hebron. 

Simplification  isn't  being  pursued 
everywhere.  Many  manufacturers  ai-e 
still  hooked  on  spin-offs  and  hne  exten- 
sions. "Retailers  seem  skeptical  and 
somewhat  irritated  about  the  heavy  flow 
of  new  products  coming  out,"  says  Hol- 
ly Becker,  a  Smith  Barney  Inc.  analyst. 


Connie  Panluch  taps  on  a  comput- 
er keyboard  as  grocery  shoppers 
pass  her  office.  "She  likes  Purina 
Dog  Chow,"  says  Panluch  after 
examining  one  shopper's  six-week 
purchase  record  at  a  new 
Rini-Rego  supermarket  in 
the  Cleveland  suburb  of 
Strongsville.  Panluch,  head 
of  customer  service,  taps  a 
few  more  buttons  to  mail  the  cus- 
tomer discount  coupons — for  more 
Purina  Dog  Chow. 

At  this  Rini-Rego  and  thousands  of 
other  supermarkets,  customers  get 
discounts  to  use  magnetic-stripe  ID 
cards  each  time  they  shop,  so  the 
stores  know  who  buys  what.  Food 
companies  such  as  Procter  &  Gamble 
and  ConAgra's  Hunt-Wesson  Cos.  also 


Of  course,  even  simplification  can  be 
compUcated.  In  salad  di-essing,  "If  all 
you  had  were  Italian  and  French  in  two 
sizes,  the  categoiy  would  be  20%  small- 
er and  consumei-s  would  be  dissatisfied," 
says  John  D.  Bowlin,  president  of  Kraft 
Foods  International  Inc. 

In  general,  though,  the  trend  is  to- 
ward simplifying  product  fines,  cutting 
prices,  and  using  computers  to  tai-get 
discounts  for  the  most  impact.  The  pri- 
mary beneficiaries  of  the  big  squeeze 
will  be  ordinai-y  customers. 

By  Peter  Galiiszka  in  Cleveland,  wiili 
Greg  Burns  in  Chicago 


find  out  who's  buying  their  products. 
Hunt-Wesson  marketers  pore  over  the 
data  to  learn  market  demographics 
and  see  which  promotions  succeed  for 
its  products,  ranging  from  spaghetti 
sauces  to  Orville  Reden- 
bacher  popcorn.  "It  definite- 
ly gives  us  some  good  infor- 
mation," says  spokeswoman 
Kay  Carpenter. 
Back  in  Strongsville,  the  Rini-Rego 
store  needs  all  the  help  it  can  get 
from  the  cards.  It  is  battling  a  Finast 
store  across  the  highway  for  domi- 
nance. "If  someone  shops  at  your 
store  for  six  weeks  straight,  and  then 
goes  across  the  street,  you  need  to 
know  why,"  says  store  manager  Tony 
Spitalieri.  Finast  wants  to  know,  too, 
and  it  has  its  own  card  system. 


BIG  GROCER  IS  WATCHING  YOU 
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IVTl^TAT  ^  ^^^^  U.S.  plants  hum,  executives  grumble. 
IVllJ iiiJjO  Imports  are  pouring  into  an  already 
overcrowded  market,  dragging  down  prices  and  profits 
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►i4  glut  of  Russian  alu- 
minum has  been  absorbed 
by  the  global  market 
>■  Margins  on  engineered 
steel  are  still  good 

unload  cheap  steel  in  the 
United  Slates 
>-New  minimills  will  con- 
tribute to  a  glut  of  sheet- 
steel  capacity 

With  domestic  shipments  rising 
neai-ly  3%,  to  100  million  tons, 
U.  S.  steel  mills  ran  flat  out  for 
the  fourth  year  in  a  row  in 
1996.  This  year  should  be  strong,  too.  So 
why  the  glum  faces?  Low  prices.  Low- 
cost  producers,  both  domestic  and  for- 
eign, are  gi-abbing  big  pieces  of  the  rich 
American  market  for  conventional  steel, 
as  well  as  stainless  steel  and  alimiinum. 

Sui'ging  imports  and  a  strengthening 
dollar  spell  continued  low  prices  and 
earnings.  "We  like  to  make  a  few  bucks 
on  the  stuff  we  sell,"  giumbles  Paul  J. 
Wilhelm,  president  of  the  U.  S.  Steel 
Group  of  USX  Coi-p.,  the  counties  lead- 
ing steel  producer.  The  seven  largest 
steel  companies  saw  operating  profits 
fall  from  $4-3  per  ton  in  1995  to  $25  in 
1996.  And  Michael  F.  Gambardella,  steel 
analyst  for  J.  P.  Morgan  &.  Co.,  expects 
them  to  slip  to  $23  a  ton  this  year. 
"STAGGERING."  The  crowding  is'''getting 
worse.  This  year,  4  million  tons  of  new 
minimill  capacity  should  come  onstream. 
Leading  the  charge  are  Nucor  Corp., 
with  its  mammoth  new  mill  near 
Charleston,  S.  C,  and  LTV  Corp.,  which 
expects  to  start  melting  scrap  steel  at 
its  Decatur  (Ala.)  joint  venture  with 
British  Steel  and  Sumitomo  Metal  In- 
dustries in  the  first  quarter  Joining  the 
minis  are  a  host  of  foreign  producers 
from  Brazil  to  Russia.  Imports  rose  to 
about  28  million  tons  in  1996,  up  40% 
from  three  years  earlier.  "The  monthly 
numbers  are  pretty  staggering,"  says 
American  Iron  &  Steel  Institute  Presi- 
dent Andrew  G.  Sharkey  III.  Unless 
European  steel  demand  picks  up 
sharply,  look  for  more  imports  in  1997 — 
and  for  U.  S.  steelmakers  to  file  trade 
suits  against  foreigners. 

The  likely  glut  in  sheet  steel  is  forc- 
ing companies  to  dredge  for  markets 
elsewhere,  ak  Steel  plans  to  produce 


only  high-priced  steel  and  drop  out  of 
the  commodity  flat-rolled  market  alto- 
gether (box).  Bethlehem  Steel  Corp.  is 
ceding  other  products  to  the  minis,  in- 
cluding sti-uctural  steels  and  rails. 

With  new  technology,  though,  low- 
cost  producers  can  follow  Big  Steel  just 
about  anywhere.  Look  for  boards  of  di- 
rectors, fed  up  with  lackluster  numbers, 
to  start  pushing  for  management 
changes.  Top  execs  at  National  Steel, 
Bethlehem,  and  specialty  steelmaker 
Armco  are  on  the  hot  seat. 

While  steel  prices  rose  slightly  last 
yeai-  aluminum  and  stainless  steel  took 
a  beating.  Stainless  suffered  from  a 
price  collapse  in  Europe,  which  pro- 


duced a  flood  of  cheap  imports.  Alu- 
minum prices  fell  35%  in  1996  before 
moimting  a  late  recovei-y.  If  they  keep 
rising  in  the  coming  year,  as  expected, 
watch  for  Western  aliuninum  companies 
to  restart  shuttered  smelters — which 
could  cause  prices  to  sMde  yet  again. 

The  solution  to  price  wai-s?  Push  met- 
als into  engineered  products  and  mate- 
rials, where  margins  are  higher.  Alu- 
minum Co.  of  America,  for  example,  is 
making  aluminum  castings  for  Chi-ysler 
Corp.'s  Prowler,  due  this  spiing.  Such 
projects  spell  reUef  fi'om  ci-ushing  com- 
modity mai-kets — ^the  relief  metals  com- 
panies will  probably  hanker  for  in  1997. 
By  Stephen  Baker  in  Pittsburgh 


CASHING  IN  ON  THE  GLUT 


How  rough  is  America's  steel  mar- 
ket? Rough  enough  for  the  industry's 
most  profitable  company,  AK  Steel 
Corp.,  to  seek  refuge  using  a  service- 
economy  strategy. 

By  cutting  costs,  Chair- 
man Thomas  C.  Graham, 
turned  AK  Steel  from  a  long- 
time laggard  into  a  super- 
star. AK,  a  onetime  joint  ven- 
ture of  Armco  Inc.  and  Japan's 
Kawasaki  Steel  Corp.  that  went  public 
in  1994,  registered  operating  profits  of 
$70  per  ton  in  1996,  nearly  six  times 
the  industry  average. 

But  with  minimills  invading  the 
market  for  commodity  grades  of  flat- 
rolled  steel,  AK  is  turning  to  more  prof- 
itable specialty  products.  This  year,  it 
will  begin  building  a  $1.1  billion  mill 


in  Rockport,  Ind.  The  idea  is  to  double 
or  triple  the  value  of  its  steel  coils  by 
rolling  them  to  exact  gauges  and  coat- 
ing them  with  the  alloys  car  companies 
demand.  The  mill  will  let  AK  cash  in  on 
the  very  steel  glut  it's  running 

FOCUS       ^^^^  '''^"^  *° 
  cheap  coils  on  the  spot  mar- 

AK  STEEL        ket — sows'  ears,  as  it  were — 
and  turn  them  into  the  silki- 
est grades  of  steel  for  Detroit, 

Problems?  First,  there's  $900  million 
of  added  debt.  Also,  by  planting  the 
new  mill  in  Indiana,  the  Middletown 
(Ohio)  company  has  outraged  its 
hometown  union.  Finally,  if  other  steel 
companies  follow  AK  into  processing, 
the  only  winner  from  steel's  mega- 
investment  will  be  Detroit.  It  wouldn't 
be  the  first  time. 
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AGRICULTURE 


The  nation's  farmers  are 
looking  forward  to  a  repeat  of 
last  year's  near-record  income.  And  new  bioengineered  seeds 
could  change  how  farmers  do  business 
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POSITIVES  ►/fofcMs/ 

global  demand  will  sup- 
port higher  prices  for  farm 
commodities 
P- Rising  incomes  in  East 
Asia  hold  special  promise 
>-Souped-up  seed  hybrids 
and  other  new  technologies 
are  boosting  yields 


NEGATIVES  >  Supplies 
of  grain  and  oilseeds  are 
more  abundant  than  a 
year  ago,  which  will 
restrain  price  rallies 
►j4  European  backlash 
against  genetically  engi- 
neered farm  products 
could  spread 


For  fai-mer  Michael  J.  Kenyon  of 
South  Elgin,  111.,  evei-ything  could 
have  gone  wrong  last  year — but 
didn't.  A  cold,  wet  spring  delayed 
planting  six  weeks.  But  with  fine  weath- 
er to  Mow,  even  com  sown  in  Jime  pro- 
duced a  decent  yield  by  November.  "We 
were  pretty  lucky,"  Kenyon  says. 

The  same  goes  for  many  Midwest 
crop  fai'mers.  Commodity  prices  were 
steep  for  the  fii-st  half  of  the  yeai-.  Ex- 
port demand  remained  faii-ly  robust,  and 
com,  soybean,  and  spring-wheat  crops 
came  in  better  than  expected.  Farmers 
also  profited  fi'om  a  $9  bilMon  payment 
from  Uncle  Sam,  the  first  installment 
of  a  generous  seven-year  program  to 
wean  fanners  off  price  supports.  Even 
livestock  producers,  hmi;  by  feed  short- 
ages this  spiing,  enjoyed  sharply  higher 
hog  and  cattle  prices  later  in  the  year. 
The  Agiicultm'e  Dept.  estimates  that 
cash  income  for  U.  S.  farmers  soai-ed  to 
a  near  record  of  $58  billion  in  '96,  up 
from  $49  billion  the  previous  year. 
BAD  SEED?  Fai-m  income  could  be  just 
as  high  in  1997,  and  it's  getting  off  to  a 
strong  start.  Demand  continues  to  grow, 
especially  as  rising  incomes  in  Asia  in- 
crease the  appetite  for  U.S.  beef  and 
produce.  That  should  keep  farm  com- 
modity prices  high.  Fairly  tight  global 
gi-ain  supplies  will  support  higher  prices, 
too.  "It  should  be  another  good  yeai-  for 
farmers,"  predicts  analyst  David  C.  Nel- 
son of  NatWest  Securities  Corp. 

Famers  can  afford  to  invest  in  tech- 
nology, and  they're  loading  up  on  new, 
genetically  engineered  hybrid  seed.  Last 
year,  for  the  first  time,  they  planted 
commercial-scale  quantities  of  soybeans 
that  tolerate  the  common  herbicide 
Roundup,  and  cotton  resistant  to  in- 
sects. In  1997,  farmers  will  be  plant- 


ing a  new  vaiiety  of  bioengineered  com 
that  resists  borers — the  bane  of  Ameri- 
ca's top  cash  crop.  Farmers  and  ana- 
lysts believe  the  new  seed  wiU  reduce 
pesticide  costs  and  increase  yields. 

Not  everyone  supports  the  gene  rev- 
olution. The  new  seeds  are  so  geneti- 
cally similar-  that  resulting  crops  may 
not  adapt  to  environmental  changes.  Re- 
searchers worry  that  as  more  U.S. 
farmers  plant  the  high-tech  seeds,  crops 
could  become  increasingly  vulnerable  to 
an  epidemic.  And  en'vironmental  activists 
in  the  European  Union  are  opposing 
gene-altered  imports  fi-om  the  U.  S. 


Ti-ade  competition  is  heating  up.  The 
EU,  also  enjojong  a  better-than-expected 
gi'ain  crop,  started  subsidizing  wheat 
exports  again  this  past  fall — the  same 
practice  that  sparked  a  trade  war  with 
the  U.S.  a  decade  ago.  But  another 
prickly  trade  issue,  gi-ain  embai'goes,  is 
effectively  moot.  Agricultui'e  Secretaiy 
Daniel  R.  Glickman  says  the  govern- 
ment learned  its  lesson  after  the  last 
embai-go  damaged  the  counties  reputa- 
tion and  mai'ket  shai'e.  That's  another 
break  for  fanners  who,  for  now,  have 
httle  to  wony  about. 

By  Greg  Burns  in  Chicago 


ON  TOP  OF  THE  WEATHER 


As  a  meteorologist  for  the  futures 
division  of  Smith  Barney  Inc.,  Jon  B. 
Davis  predicts  which  way  the  wind 
might  blow  the  commodi- 
ty markets. 

When  the  ocean  off 
South  America  warms 
up,  the  U.S.  usually 
warms  up.  And  when  the 
waters  get  cold,  Arctic 
air  Is  lil^elier  to  seep 
down  into  the  States. 
Davis  plugs  data  on 
water  temperatures  into 
models  of  past  weather 
trends.  And  he  monitors 
the  dally  movement  of 
cold  air  over  Siberia  and 
other  points  north,  try- 
ing to  judge  whether  an 


PROFILE 


SMITH  BARNEY'S 
JON  DAVIS 


icy  front  will  strike  south.  "Ten  differ- 
ent meteorologists  with  the  same 
data  can  come  up  with  10  different 
forecasts,"  he  says. 

Davis,  34,  pegged  last 
year's  cold  winter  in  the 
Northeast.  He  forecasts 
that  early  1997  will  be 
near  normal  across  the 
U.  S.  This  winter  should 
be  average  to  slightly 
cool,  with  precipitation 
about  normal,  though  the 
Pacific  Northwest  will  get 
drenched.  That  means 
Midwest  farmers  can  look 
forward  to  planting  in 
soil  ideal  for  germina- 
tion— at  least  until  fur- 
ther notice  from  Davis. 
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Software  Telecommunications 

From  mighty  Microsoft  to  O  -^^^^        V^'^'"'  f^f^ndsets:  Deregu- 

the  smallest  startup,  they're  t\  /  lation  is  turning  this  industry 

staking  out  turf  on  the  Net  yJ^U  topsy-turvy 

Computers  &  Chips    Drugs  &  Biotech 

f\  ^^'^  ^^'^  horizon,  while 

pil  I  the  chip  industry  looks  pretty 
chipper 


Z'  C\  Pharmaceuticals  won't  see  the 
t\      same  stellar  gains,  but  this  year  ^ 
xJtJ  could  be  better  for  biotech  m 
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SOFTWARE 


Battle  stations!  This  industry  is  up 
for  grabs  as  never  before,  with  Web 
mania  fueling  the  ceaseless  demand  for  new  programs 
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POSITIVES  ►5uw's  Java 
development  language  will 
spawn  numerous  new 
applications 
>  Programs  that  used  to 
run  on  large  computers 
will  move  to  client-server 
systems,  creating  demand 
for  new  software 


NEGATIVES  ►Price 

pressure  in  vftainframe 
software  will  continue  to 
drag  down  profits 
►  Waning  enthusiasm  for 
the  C++  programming 
language  will  hurt 
companies  that  based  their 
businesses  on  it 


Soft'wai'e  was  once  an  orderly  af- 
fair in  which  a  few  players  called 
most  of  the  shots.  The  industry 
had  almost  gotten  used  to  letting 
Microsoft  Coi-p.  set  the  agenda  in  per- 
sonal computing.  But  as  the  Internet 
ballooned  into  a  $1  biUion  software  busi- 
ness in  1996,  huge  new  territories  came 
up  for  grabs.  Microsoft  enters  the  new 
year  in  a  strong  position  to  reassert 
control.  But  it  will  have  to  fight  off 
Netscape,  IBM,  Oracle,  and  dozens  of 
startups  that  are  desperately  staking 
out  turf  on  the  Net.  "Everyone  is  racing 
to  find  market  space  and  get  estab- 
lished," says  David  Readerman,  soft- 
ware analyst  at  Montgomery  Securities 
in  San  Francisco. 

In  the  booming  Internet  arena, 
Netscape  Communications 
Corp.  and  Microsoft  will 
extend  their  battle  to 
electronic  maQ  and  collab- 
oration software.  In  the 
enterprise-management 
sector,  hundreds  of  cus- 
tomers will  revamp  their 
networks  of  "servers"  and 
PC  "clients"  to  make  use 
of  standard  Internet  soft- 
ware. This  will  bring 
fresh  riches  to  established 
companies,  such  as  Com- 
puter Associates  Interna- 
tional, Oracle,  and  Ger- 
many's SAP — as  well  as  to  some  lucky 
Web  startups.  Overall,  predicts  Interna- 
tional Data  Corp.,  the  global  software 
market  will  again  defy  gravity,  growing 
13%,  to  $121.4  billion. 

The  Intemet,  wliich  provides  much  of 
that  buoyancy,  will  be  a  fertile  spawning 
ground  for  new  software  ideas.  There 
will  be  progi-ams  to  operate  online  stores, 
track  advertising,  and  "broadcast"  infor- 
mation to  other  pes  over  the  Web.  Com- 
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mercial  applications  will  blossom  for  the 
Java  programming  language  (box).  Yan- 
kee Group  Inc.  figures  companies  spent 
half  a  biUion  dollars  on  software  tools  to 
develop  Intemet  applications  in  1996  and 
an  additional  $400  milhon  on  software 
for  "intranets" — corporate  networks  that 
run  on  the  same  kind  of  software.  In 
1997,  "extranets"  will  join  the  mix,  as 
companies  pull  customers  and  suppliers 
onto  their  private  networks.  All  com- 
bined, Intemet  software  sales  will  triple, 
to  $3  biUion,  predicts  Yankee  Group  an- 
alyst Brian  Murphy. 

Web  browsers  vdll  be  the  most  con- 
tentious part  of  the  Internet  market. 
Netscape  would  like  to  see  its  browsers 
replace  Windows  as  the  main  user  in- 
terface on  PCS.  Microsoft  has  no  intention 
of  letting  that  happen.  In- 
stead, it  wants  to  build 
Intemet  access  into  all  its 
applications,  while  pre- 
sei-ving  Windows  as  the 
main  user  interface.  Deb- 
orah Hess,  a  senior  ana- 
lyst vrith  the  Datapro  In- 
foiTOation  Sei-vices  unit  of 
The  McGraw-Hill  Compa- 
nies, thinks  the  two  ap- 
proaches ■will  achieve 
"rough  pai-ity"  in  1997. 

Expect  Microsoft  to 
gain  precious  gi'ound  in 
sei-vei-s  tills  yeai-.  Its  Wm- 
NT  operating  system  \vill  attract 
more  new  licensees  than  all  the  vei-sions 
of  Unix  put  together,  predicts  Yankee 
Group's  Miu-phy.  nt's  soamg  popularity 
will  fan  sales  of  Microsoft's  Back  Office 
product,  boosting  Microsoft's  top  line  by 
as  much  as  25%  over  1996,  to  $11.6  bil- 
lion, predicts  Montgomeiy's  Reademian. 
Net  profits  could  also  gi'ow  about  23%, 
he  says,  to  $3  billion. 
The  mai'ket  for  mainft-ame  softwai-e, 
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worth  more  than  $21  billion  in  1996, 
vriU  not  evaporate  overnight.  That's  be- 
cause compai'ed  with  networks  of  PCs, 
giant  computers  known  as  "big  iron" 
still  do  a  better  job  of  keeping  data  se- 
cure. At  IBM,  Chief  Financial  Officer  G. 
Richard  Thoman  thinks  the  company's 
recent  slide  in  mainframe  software  rev- 
enues has  bottomed  out.  Looking  at  the 
whole  sector,  IDC  Group  Vice-President 
Anthony  Picardi  expects  "low  single- 
digit  grovrth,  slowing  to  zero  by  the 
end  of  the  centmy." 

Seeing  the  writing  on  the  wall.  Com- 
puter Associates  is  pushing  a  family  of 
programs  kno'wn  as  Unicenter  that 
helps  companies  manage  networks  of 
disparate  computers,  fi'om  mainframes 
down  to  desktop  PCs.  Witlun  a  year, 
Unicenter  sales  could  make  up  a  quarter 
of  ca's  total  revenues,  which  Mont- 
gomery Securities  expects  to  hit  $4.2 
billion  in  the  year  ending  March,  1997, 
up  22%  over  the  previous  yeai-.  "If  you 
want  to  reduce  the  cost  of  o\\'ning  com- 
puters, Unicenter  works,"  says  ca 
Chairman  Charles  B.  Wang. 
OBJECT  LESSONS.  Client-sen'er  applica- 
tions vnW  remain  a  hot  mai-ket,  worth 
about  $4  billion  a  yeai-.  The  mai-ket  in- 
cludes financial,  manufactming,  and  hu- 
man-resoiu'ces  pixigi-ams  running  on  net- 
works of  PCS  and  workstations.  In  1997, 
tliese  progi-ams  will  get  Web  links.  s.\p  is 
one  of  the  lai-gest  players,  but  smaller 
U.  S.  competitoi-s  ai-e  gi-owing  faster.  Af- 
ter neai'ly  doubling  in  1996,  sales  of  Peo- 
pleSoft  Inc. — a  leader  in  luuiian-i-esomxies 
progi-ams — will  liit  neai'ly  $713  million, 
up  64%  fi"om  last  year,  says  Salomon 
Brothel's  Inc.  analyst  Neil  J.  Herman. 
In  late  1996,  PeopleSoft  launched  its  fii-st 
manufacturing  applications  in  a  direct 
challenge  to  S/U'.  Baan  of  the  Nether- 
lands and  Oracle  Coi-p.  also  ai-e  beefing 
up  manufactming  products. 
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The  boom  in  client-sei-ver  applications 
is  driving  demand  for  powei-fiil  relation- 
al databases,  which  let  managers  pluck 
desired  infoiTnation  fi"om  mountains  of 
data.  That  continues  to  propel  growth 
at  industry  leader  Oracle.  Both  profits 
and  sales  will  rise  32%  in  1997,  to  $1 
billion  and  $6.5  billion,  respectively,  ac- 
cording to  Montgomery  Securities. 

By  mid-1997,  big  database  companies 
such  as  Oracle  and  Informix  Corp.  could 
get  another  lift,  as  Web  mania  ignites  a 
profitable  upgrade  cycle.  Audio  and  video 
clips  are  proliferating  on  Web  sites,  and 
more  companies  are  using  these  digital 
"objects"  for  advertising,  training,  or 
technical  communications.  Increasingly, 
they  are  determined  to  ai-chive  such  ob- 
jects along  with  financial  data  and  cus- 
tomer information.  New  products  known 
as  "universal"  and  "object"  databases, 
from  Informix,  Oracle,  and  CA  will  soon 
make  that  possible.  All  three  companies 
began  testing  their  wares  with  customers 
in  late  1996. 

CLOSING  GAPS.  The  Internet  also  is 
breathing  new  life  into  older  softwai-e 
workhorses,  such  as  Lotus  Notes.  After 
acquiring  Lotus  Development  Corp.  in 

1995,  IBM  rejiggered  its  flagship  product 
to  mesh  with  the  World  Wide  Web.  In 

1996,  sales  of  Notes  and  other  products 
for  use  on  networks  made  up  about  20% 
of  Big  Blue's  $13  billion  in  software  rev- 
enues. The  $1.2  biUion  market  for  cd- 
ROM  games,  getting  a  lift  from  multi- 
player  action  on  the  Internet,  is  growing 
about  24%  each  quarter.  When  Intel 
Corp.  adds  mmx  miitimedia  capability  to 
its  microprocessors  this  year,  games  will 
get  a  further  boost. 

For  all  the  electricity  in  the  Internet 
and  client-server  markets,  1997  proba- 
bly won't  see  a  repeat  of  last  year's  fren- 
zied initial  public  offerings.  For  one  thing, 
few  of  1996's  Internet  ipos  were  ^ble  to 
sustain  the  stratospheric  stock  prices 
they  hit  on  first-day  trading.  Yahoo!,  for 
example,  which  runs  a  popular  directory 
of  sites  on  the  Web,  was  priced  at  13 
on  Apr.  12  and  innmediately  soared  to 
33.  The  stock  was  trading  under  20  at 
the  end  of  1996. 

This  year,  analysts  say,  investors  mil 
look  for  actual  earnings — not  just  charis- 
ma— before  they  plunk  down  their  cash. 
One  company  to  watch  is  closely  held 
PointCast  Inc.  in  Cupertino,  Calif.,  which 
"broadcasts"  news  and  entertainment  to 
more  than  1.5  million  computer  screens. 
The  company  signed  a  distribution  deal  I 


APPLETS,  ANYONE? 


CSX  Corp.'s  information  systems 
chief,  John  Andrews,  expected  to  spend 
$7  million  on  software  to  let  customers 
track  packages  being  transported  by 
the  company's  shipping  unit  in  Jack- 
sonville, Fla.  Instead,  for  just 
$1  million,  Andrews'  staff 
developed  a  simpler  system 
using  Sun  Microsystems 
Inc.'s  hot  new  Java  programming  lan- 
guage. To  find  a  package,  customers 
download  small  programs  known  as 
applets  from  CSX's  Web  site,  then  use 
them  to  browse  a  package-tracking 
database. 

Applets  are  appealing,  as 
Sun  Chief  Executive  Scott 
McNealy  loves  to  point  out, 
because  they  are  easy  to  dis 
tribute  across  networks  and 
run  without  modification  on 
any  operating  system  or 
hardware.  "We  have  saved 
over  $5  million  using  Java," 
Andrews  estimates. 

The  software  is  still  too  new  to  earn 
Sun  megabucks  in  1997.  But  pioneers 
such  as  CSX,  FTD,  and  Wells  Fargo 
have  started  building  it  into  their  daily 
operations.  Indeed,  Java  is  quickly 
replacing  C++  as  the  programming 
language  of  choice  for  client-server 
computing,  says  Deborah  Hess,  a 
senior  analyst  at  Datapro  Information 
Services,  a  unit  of  The  McGraw-Hill 
Companies. 

Java's  promoters  still  face  several 
hurdles.  One  is  the  threat  of  viruses  in 


TREND 

JAVA  SOFTWARE 


McNEALY 


programs  being  passed  from  one  com- 
puter to  another.  "The  information  sys- 
tems guys  aren't  letting  this  stuff  in 
the  door,"  says  Deborah  Triant,  CEO  of 
Check  Point  Software  Technologies 

Ltd.,  a  maker  of  security  fire- 
walls. But  advocates  argue 
that  applets  won't  damage 
computers  because  they  run 
in  a  software  "sandbox"  that's  isolated 
from  the  underlying  hardware  and 
software.  Flaws  notwithstanding,  they 
say,  applets  are  far  safer  than  conven- 
tional Windows  programs. 
Java's  other  sore  point  is  nonstan- 
dard usage.  In  December, 
1996,  Sun  persuaded  about 
100  companies,  including 
IBM,  Oracle,  Novell,  and 
Netscape  Communications,  to 
write  applications  using  only 
a  "pure"  version  of  Java.  But 
mighty  Microsoft  Corp.  con- 
tinues to  push  its  own, 
incompatible  approach. 
Sun  is  casting  Java  as  the  star  of 
coming  "network  computers"  called 
JavaStations.  These  stripped-down 
machines  won't  require  disk  drives. 
They'll  pull  the  programs  they  need 
directly  off  the  network,  thus  holding 
down  maintenance  costs.  "There's  no 
software  for  network  computers  right 
now,"  says  Yankee  Group  analyst  Brian 
Murphy.  "But  by  this  time  next  year,  it 
will  be  a  very  different  story." 

By  Neil  Gross  in  New  Yorl(  and  Robert 
D.  Hot  in  San  Francisco 


with  Microsoft  in  late  December  and 
could  be  a  prime  candidate  for  an  ipo. 

Or  for  a  takeover.  Analysts  say  1997 
could  be  a  grand  year  for  mergers  and 
acquisitions,  as  big  players  scramble  to  fill 
gaps  in  their  technology  portfolios.  Like- 
ly targets  could  include  No.  3  database 
vendor  Sybase,  network  giant  Novell,  or 
America  Online.  All  three  have  estab- 
lished customer  bases,  and  the  stocks 
are  trading  off  their  historical  highs. 


No  crystal  ball  is  of  much  use,  how- 
ever, when  all  the  i-ules  ai"e  up  for  grabs. 
Even  vidth  Mia-osoft  coming  on  strong  on 
the  Net,  "nobody  reaUy  controls  the  ai-- 
chitectures  today,"  declares  Stephen 
Sprinkle,  a  managing  paitner  at  Deloitte 
&  Touche  Consulting  Group.  However 
the  market  soi-ts  it  all  out,  1997  won't  be 
blessed  with  tranquility. 

B])  Neil  Gross  in  New  Yoi'k,  witJi  bti- 
reau  repmis 


A  repeat  of  the  IPO frenzy  seems  unlikely  in  1997,  as 
investors  look  for  actual  earnings,  not  just  charisma 
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COMPUTERS  &  CHIPS 


Until  the  Next 
Big  Thing  comes 
along,  the  industry  will  be  pursuing  foreign  markets,  pushing 
business  upgrades,  and  hawking  bargain-basement  PCs 


N 
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POSITIVES  ^-Businesses 
will  spend  big  on  high-end 
PCs  for  networks,  and  PC 
owners  will  trade  up  to 
new  multimedia  models 
>  After  a  weak  1996,  the 
semiconductor  business 
should  resume  its 
revenue  growth 


NEGATIVES  capaci- 
ty glut  in  some  parts  of  the 
chip  business  will  lead  to 
price  and  profit  declines 

>  Makers  of  plain-vanilla 
PCs  will  encounter  market 
saturation 

►  Cheap  PC  alternatives 
could  drag  down  margins 


Computers  and  semiconductors  con- 
tinue to  be  growth  engines  of  the 
global  economy,  but  1997  is  not 
shaping  up  as  a  go-go  year.  After 
a  10.5%  revenue  decline  in  1996 — ^the 
first  since  1985 — the  chip  industry 
should  grow  a  modest  7.4%  in  1997,  to 
about  $139  billion,  according  to  the 
Semiconductor  Industry  Assn.  Mean- 
while, personal-computer  sales  will  grow 
about  18%  in  1997,  to  85  milUon  units 
worldwide,  on  track  with  last  year's  es- 
timated 19%  growth,  says  market  re- 
searcher Dataquest. 

In  many  industries,  numbers  like 
these  would  be  cause  for  celebration. 
But  for  the  personal-computer  and  chip 
sectors,  which  two  years  ago  enjoyed 
growth  of  26%  and  42%,  respectively, 
moderate  expansion  is  frustrating.  For 
now,  the  industries  seem  to  have  picked 
all  of  the  low-hanging  fruit.  Interna- 
tional Data  Corp.  pegs  PC  growth  in 
the  U.  S.  at  only  13%  in  1997.  So  PC 
vendors  are  targeting  the  rest  of  the 
world.  Sales  should  rise  22%  in  Latin 
America  and  25%  in  Japan  and  other 
parts  of  Asia,  according  to  IDC.  "Asia  is 
growing  like  wildfire,  and  it'll  continue 
to,"  says  Ted  Waitt,  ceo  of  mail-order 
PC  vendor  Gateway  2000  Inc. 

Finding  pc  growth  markets  is  para- 
mount because  the  fortunes  of  the  chip 
business  are  closely  tied  to  personal 
computers:  PCs  consume  40%  of  total 
semiconductor  output  and  two-thirds  of 
all  memory  chips.  To  lessen  their  vul- 
nerability to  PC  market  swings,  chip- 
makers  are  pinning  hopes  on  emerging 
digital  consumer-electronics  products. 
Trouble  is,  these  devices — digital  video- 
disk  players,  handheld  computers,  per- 
sonal communicators,  digital  cameras — 
won't  hit  the  big  time  in  1997  (box). 


That's  why  the  PC  industry  is  revving 
up  to  convince  customers  that  they  need 
the  latest  wave  of  multimedia  comput- 
ers, built  on  Intel  Corp.'s  next-genera- 
tion microprocessors.  "Eiese  chips  incor- 
porate Intel's  MMX  technology,  which 
speeds  up  such  multimedia  features  as 
audio,  TV-quality  video,  and  3-D  graph- 
ics. MMX  win  appear  in  200-megahertz 
Pentiimi  chips  delivered  in  January  and 
then  migrate  down  to  166-MHz  models. 
By  midyear,  it  will  also 
show  up  in  a  slimmed- 
down,  233-MHz  version 
of  Intel's  Pentium  Pro, 
code-named  Klamath. 
"LEAP  FORWARD"?  But 
these  $2,000-plus  ma- 
chines may  not  catch  on 
with  the  60%  of  Ameri- 
can homes  that  still  lack 
PCS.  "Consumers  are 
looking  for  some  kind  of 
leap  forward,  but  it's  not 
clear  it's  there,"  says  IDC 
analyst  Richard  Zwetch- 
kenbaum.  That's  why 
some  analysts  see  a  growing  niche  for 
boxes  priced  at  $1,000  or  less.  Ronald 
Chwang,  president  of  Acer  America 
Corp.,  predicts  that  several  major  PC 
vendors,  including  perhaps  his  company, 
will  target  this  segment.  That's  promis- 
ing news  for  chipmakers  Advanced  Mi- 
cro Devices  Inc.  and  Cyiix  Corp.,  whose 
inexpensive  Intel-compatible  cWps  could 
power  many  bargain-basement  pcs. 

The  business  segment  is  a  different 
story.  To  spai'k  upgi-ades  in  the  satm-at- 
ed  corporate  market,  Intel  and 
Mici-osoft  Coip.  ai*e  pusliing  Pentiiun  Pi-o 
desktop  PCS  iimning  the  liigh-end  Win- 
dows NT  operating  system.  Sales  of  Pen- 
tium Pro  systems  are  expected  to  climb 
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by  a  factor  of  10  in  1997,  to  around  25 
million  computers.  But  only  half  of  those 
are  expected  to  run  nt.  Windows  95  and 
Windows  3.1  will  still  command  80%  of 
the  1997  market,  estimates  IDC. 

Intel  and  Microsoft  are  also  respond- 
ing to  the  threat  of  so-caUed  network 
computers,  whose  backers  claim  they 
will  be  cheaper  for  businesses  to  oper- 
ate. Network  computers,  fetch  programs 
and  data  off  central  servers  instead  of 
storing  them  on  a  built-in 
hard  drive,  simplifying 
maintenance  and  gi\ang 
computer  managers 
greater  control  over  what 
programs  users  run. 
In  answer,  the  twin  gi- 
ants of  the  PC  world  plan 
to  co-develop  "NetPCs" 
that  are  like  conventional 
PCS,  but  with  extra  hard- 
ware and  software  to 
streamline  their  manage- 
ment across  corporate 
networks. 

Prospects  vaiy  in  otlier 
pai-ts  of  the  computer  business.  Note- 
book computei-  sales  growiii  should  be  in 
the  high  teens.  Growth  in  sen'ers — the 
powei-ful  PCs  that  mn  networks — could 
top  30%.  Driving  up  sen'er  sales  is  the 
i-ush  by  businesses  of  all  sizes  to  put  up 
Web  sites  on  the  Internet.  Unit  sales  of 
mainframes  are  expected  to  cUnib  in 
1997,  but  Dataquest  projects  revenues 
will  fall  9.5%  because  of  declining  prices. 
A  hot  spot  in  mainframes  is  Unix-based 
macliines,  with  giwvth  rates  in  the  high 
teens  to  low  20s,  says  Salomon  Brothers 
Inc.  analyst  John  B.  Jones  Jr.  But  mini- 
computei-s  and  woi'kstations  should  both 
post  only  modest  6.3%  gains  in  1997, 
says  Dataquest.  Apple  Computer  Inc.'s 
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$400  million  purchase  of  company  co- 
founder  Steve  Jobs's  NexT  Software 
won't  keep  Apple's  sales  from  being  ilat 
this  year,  analysts  say. 

For  PC  makers,  the  holy  grail  is  the 
convergence  between  computers,  con- 
sumer electronics,  and  communications, 
lb  some  extent,  mmx  pcs  address  this  vi- 
sion through  their  support  for  audio  and 
video.  But  to  really  reach  the  mass  mar- 
ket, says  roc's  Zwetchkenbaum,  "it's  go- 
ing to  take  new,  less  versatile  gizmos 
designed  spedfic^y  for  certain  tasks."  In 
other  words,  low-cost  information  "ap- 
pliances" sudi  as  Web-surfing  tvs,  pock- 
et organizers,  or  smart  wireless  phones. 

In  the  near  term,  chipmakers  must 
continue  relying  on  PCs  to  drive 
growth — and  they  have  to  keep  closer 
tabs  on  demand.  The  semiconductor 
downturn  of  1996  occurred  because  chip- 
makers  overestimated  demand  and 
added  too  much  production  capacity. 
Prices  of  dynamic  random-access  mem- 
ory chips  (drams)  fell  more  than  75%. 
The  glut  won't  go  away  overnight.  "The 
major  vulnerability  for  chipmakers  in 
1997  is  overcapacity  in  drams,"  says 
Jean  Philippe  Dauvin,  chief  economist 
for  SGS-Thomson.  On  the  bright  side,  he 
adds,  non-DRAM  business  started  upward 
again  in  October,  1996,  after  nine 
months  of  decline. 

DRAM  DREAM.  The  chip  recovery  will 
eventually  help  suppliers  of  semicon- 
ductor manufacturing  equipment  such 
as  Applied  Materials  Inc.  and  Lam  Re- 
search Corp. — but  not  this  year.  Their 
business  lags  behind  the  chip  market 
by  at  least  six  months,  so  the  chipmak- 
ing-equipment  industry  forecasts  a  5.5% 
sales  dip  in  1997,  to  $25.4  billion. 

Makers  of  dram  chips  are  hoping  that 
an  increase  in  the  amount  of  memory 
shipped  in  PCs  will  help  their  results  in 
1997.  The  average  dram  per  ri'ew  PC 
should  climb  from  20  megabytes  to  30 
megabytes  or  more  in  1997,  says  Vladi 
Catto,  chief  economist  for  Texas  Instru- 
ments Inc.  Still,  itil  take  the  PC  industry 
a  few  years  to  chew  up  the  memory  sur- 
plus— especially  since  new  government- 
backed  ventures  in  Singapore  and  else- 
where in  Southeast  Asia  will  add  to  the 
supply.  Because  memory  capacity  per 
chip  is  also  rising,  the  total  number  of 
"bits"  produced  in  1997  vdll  exceed  de- 
mand by  35%,  keeping  prices  depressed. 

Other  parts  of  the  chip  industry  will 
fare  better.  The  microprocessor  field, 
dominated  by  Intel,  will  see  revenue 


The  semiconductor  business  is 
built  on  dreams,  and  riglit  now  notli- 
ing  is  more  promising  tiian  digital 
consumer  electronics.  Marketers  spin 
visions  of  an  all-digital  future,  with 
scores  of  high-tech  devices 
per  home.  Even  economists 
throw  around  words  like 
"revolution." 

Chipmakers  see  next- 
generation  consumer  electronics  and 
other  non-PC  products  as  their  route 
to  growth — especially  as  PC  profits 
go  increasingly  to  Intel  Corp.  and  a 
few  top-tier  computer  makers.  "Con- 
sumer electronics  is  opening  up 
more  and  more  to  consumption  of 
semiconductors,"  says  Vladi  Catto, 
chief  economist  for  Texas  Instru- 
ments Inc.  "There's  enormous  room 
for  growth." 

One  of  the  standouts:  digital  set- 
top  boxes  for  cable  and  satellite  TV. 
In-Stat  Inc.,  a  Scottsdale  (Ariz.)  mar- 
ket-research firm,  projects  that  ship- 
ments of  satellite  decoders  will  climb 
17%  in  1997,  to  3.6  million  units. 
Another  growth  market  is  video-game 
consoles.  Hambrecht  &  Quist  pegs 
1997  growth  of  chip-rich  "advanced" 
models  such  as  the  Sony  PlayStation 
and  Nintendo  64  at  46%,  to  8.2  mil- 
lion units. 

The  big  kahuna  is  digital 
videodisk,  or  DVD,  which  could  sup- 


growth  of  32%,  to  $22.5  billion,  says 
market  watcher  Micrologic  Research. 
Of  the  roughly  95  million  PC  micro- 
processors sold  in  1997,  Dataquest  pre- 
dicts 60  million  will  be  Pentiums  and 
compatibles  and  30  million  vnll  be  Pen- 
tiiun  Pros  and  compatibles.  One  1997 
star  could  be  Advanced  Micro  Devices, 
whose  Pentium-compatible  K6  chip  will 
likely  ship  in  the  first  quarter.  AMD  says 
the  K6  could  even  outperform  Intel's 
Klamath.  If  AMD  can  undercut 
Intel's  price  and  sell  the  5  million  to  6 
million  units  it  plans  to  make,  "it'll  be  in 


plant  audio  CD  players,  CD-ROM 
drives,  and  VCRs  with  a  single  versa- 
tile machine.  "This  is  a  product  that's 
like  a  train  coming,"  says  Dataquest 
Inc.  analyst  Jonathan  Cassell.  Annual 
sales  could  reach  43  million 
units  by  the  year  2000. 

Most  of  these  fabulous 
gadgets  won't  be  here  in 
time  to  propel  1997  chip 
growth  to  the  20%  to  30%  levels 
enjoyed  a  few  years  back.  In  the  case 
of  digital  videodisk,  for  instance, 
Dataquest's  Cassell  predicts  1997 
sales  of  just  1.5  million  DVD  movie 
players  and  2.2  million  DVD  drives 
built  into  PCs,  mostly  high-end  mod- 
els. Even  consumer  products  that  are 
considered  a  smash  success,  such  as 
the  new  pizza-size  dishes  for  direct- 
broadcast-satellite  television,  still 
sell  in  volumes  dwarfed  by  the  PC 
juggernaut. 

Consumer  electronics  could  be  a 
Faustian  bargain  for  chipmakers. 
Profit  margins  are  far  thinner  than  on 
other  electronic  products.  What's 
more,  with  each  new  product  genera- 
tion, more  functions  are  crammed 
onto  fewer  chips.  Some  chip  suppliers 
could  get  squeezed  out  of  the  picture. 
So  while  digital  consumer  electronics 
may  be  the  hope  of  the  future,  for 
many  chipmakers  they  won't  be  a 
dream  come  true. 


fabulous  shape,"  says  Dataquest  analyst 
Nathan  Brookwood. 

Analysts  remain  bullish  on  long-term 
chip  prospects,  promising  a  return  in 
1998  to  historic  15%-to-25%  growth  rates 
for  the  next  decade.  By  2000,  then,  ex- 
pect sales  of  132  million  PCs  a  year.  But 
in  1997,  PC  and  chipmakers  face  less 
heady  times:  The  name  of  the  game  this 
year  is  getting  positioned  for  what  every- 
body hopes  will  be  the  next  great  wave. 

By  Andy  Reinhardt,  with  Peter 
Burrows,  in  San  Francisco  and  bureau 
reports 


FOCUS 


CONSUMER 
ELECTRONICS 


The  DRAM  glut  won't  easily  be  worked  down^  but 
other  parts  of  the  chip  industry  are  poised  for  growth 
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TELECOMMUNICAnONS  See, 

local,  wireless-every  sector  will  be  wide  open.  In  an  already 
turbulent  industry,  that  means  still  more  wrenching  changes 
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POSITIVES  >■  Fueled  by 
Internet  growth  and  dereg- 
ulation, telecommunica- 
tions traffic  around  the 
world  mil  zoom 
►  The  rules  for  entering 
local  and  long-distance 
markets  in  the  U.S.  will 
finally  be  spelled  out 


NEGATIVES  >  Increased 
telecom  competition  in  all 
sectors  will  put  pressure 
on  prices  and  profits 
►  Capital  spending  will 
soar  as  phone  companies 
build  wireless,  local-call- 
ing, and  data  networks, 
and  upgrade  systems 


The  telecommunications  industry  is 
beginning  a  great  adventure. 
Thanks  to  last  year's  deregulation 
law,  1997  will  mark  the  first  time 
that  every  sector  of  the  industry  be- 
comes truly  competitive.  Long-distance 
caniers  and  local  phone  companies  vnU 
enter  one  another's  markets,  and  as 
many  as  six  wireless  operators  will  start 
up  in  regions  that  have  had  only  two. 

AT&T  began  testing  local  consumer  ser- 
vice in  Sacramento  in  December — after 
eight  grueling  months  of  working  with 
Pacific  Telesis  Group  to  open  the  net- 
work. Redoing  local  phone  systems  for 
competitive  connections  is  "a  massive 
systems  job,"  says  John  D.  Zeglis,  AT&T's 
general  counsel.  "It's  never  been  done 
in  125  years."  Since  local  companies  can't 
offer  long  distance  until  they  face  local 
competition,  a  delay  in  one  delays  the 
other.  Stfll,  Bell  Atlantic  Corp.  Chair- 
man Raymond  W.  Smith  predicts  that 
some  Bells  will  enter  long  distance  in 
their  regions  in  late  1997.  They  could  of- 
fer out-of-region  long  distance  as  soon 
as  last  year's  telecom  act  was  signed. 
MANY  MARKETS.  That's  good  news  for 
customers — competition  is  sure  to  bring 
lower  rates.  But  it's  a  wrenching  process 
for  phone  companies  accustomed  to  cozy 
monopolies  or  oligopolies.  "In  the  near 
term,  telecom  is  going  to  be  less  prof- 
itable," warns  Deborah  McMahon,  a  con- 
sultant vidth  Mercer  Management  Con- 
sulting Inc.  "The  pie  doesn't  gi-ow  as 
fast  as  the  mai-keting  campaigns." 

Yet  the  pie  is  growing.  Northern 
Business  Information,  a  imit  of  The  Mc- 
Graw-Hill Companies,  forecasts  that 
long-distance  revenues  will  increase 
6.6%,  to  $84.4  billion.  Local-caUing  rev- 
enues will  gain  about  1%,  to  $105  billion, 
despite  lower  charges  to  long-distance 


carriers  for  interconnections.  The  num- 
ber of  vdreless  subscribers  will  grow 
by  24%,  to  54.2  milhon,  estimates  Sa- 
lomon Brothers  Inc. 

No  large  phone  company  worth  its 
dial  tone  will  tie  its  fortunes  to  just 
one  market  segment.  Most  carriers  plan 
to  offer  a  full  array  of  local,  long-dis- 
tance, wireless,  and  data-transmission 
services.  The  quickest  way  to  gain 
share  in  a  new  market  is  to  buy  it,  so 
look  for  merger  mania  to  continue.  An- 
alysts say  targets  include  second-tier 
long-distance  carriers  such  as  Frontier 
Corp.  and  LCI  Communications.  Like- 


ly suitors?  The  Bells  and  gte  Corp. 

Government  remains  a  central  play- 
er. "The  regulatory  and  legal  confronta- 
tions surrounding  the  implementation  of 
the  telecom  act  are  the  most  important 
issues  in  the  industry  right  now,"  says 
Chicago  Corp.  analyst  Eric  Strumhinger. 
Some  30  states  and  the  Federal  Com- 
munications Commission  have  issued 
rules  for  opening  markets,  but  phone 
companies  are  fighting  them  in  court. 
The  timing  and  outcome  of  those  chal- 
lenges will  determine  the  shape  of  com- 
petition in  1997. 

By  Catlierine  Artist  in  New  York 


BOB  ALLEN'S  AGENDA 


To  see  the  tumult  of  telecommuni- 
cations, just  follow  the  fortunes  of 
AT&T.  The  nation's  largest  phone  com 
pany  has  little  choice  but  to 
enter  the  local-calling  market 
and  offer  new  wireless  phone 
services  while  fending  off 
unprecedented  competition  in  its  core 
long-distance  business.  On  top  of  that, 
AT&T  just  hired  a  new  president,  John  R. 
Walter,  with  no  telecom  expe- 
rience; it  just  finished  a 
wrenching  divestiture  of  its 
equipment  and  computer 
units;  and  its  stock  price  has 
been  sliding  for  a  year. 

In  spite  of  Walter's  hiring, 
Chairman  Robert  E.  Allen  is 
the  man  on  the  hot  seat,  at&t 
insiders  say  he  still  has  the 


FOCUS 

AT&T 


1 

ALLEN 


full  support  of  the  board,  so  he  will 
likely  stay  at  the  helm  until  his 
announced  retirement  in  spring,  1998. 
Allen  may  start  rehabili- 
tating his  reputation  this 
year.  Analysts  say  AT&T  will 
get  a  boost  from  its  interna- 
tional business  and  corporate  ser- 
vices. General  Counsel  John  D.  Zeglis 
says  AT&T  will  offer  local  phone  ser- 
vices to  businesses  in  all  50 
states  by  yearend.  That 
should  help  offset  share  loss 
in  the  consumer  end.  Mor- 
gan Stanley  &  Co.  analyst 
Stephanie  G.  Comfort  pre- 
dicts a  4.6%  earnings  rise, 
to  around  $6  billion,  on  a 
5.2%  revenue  gain,  to  $54.8 
billion. 
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DRUGS  &  BIOTECH 


Drugmakers  aren't 
likely  to  soar  as  they 
did  last  year,  but  after  1996's  glitches,  biotech  is  likely  to  go 
up.  One  bright  note:  M&A  madness  is  calming 
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POSITIVES  ►  There's 
soaring  demand  for  life- 
time-therapy drugs,  such 
as  cholesterol  reducers  and 
treatments  for  AIDS  and 
chronic  osteoporosis 
►  Drug  companies  are 
learning  how  to  deal  with 
managed-care  buyers 


NEGATIVES  ►  Generic 
substitution  for  name- 
brand  drugs  is  growing 

►  Drugmakers  are  being 
forced  to  increase  their 
spending  on  marketing 
and  advertising 

►  Managed  care  is  keeping 
price  hikes  in  check 


After  their  best  year  since  the  roar- 
ing 1980s,  drugmakers  may  be 
hard  pressed  to  match  1996's  stel- 
lar gains.  Growth  rates  could  slow 
because  of  a  dearth  of  big  new  products 
and  the  ceaseless  advance  of  generics 
and  price-depressing  managed  care.  "Ifs 
hard  to  draw  a  straight  line  and  say 
this  really  supercharged  environment  is 
going  to  continue,"  says  Cowen  &  Co. 
analyst  Stephen  M.  Scala.  "It's  not." 

Scala  predicts  that  10  large  U.  S.  and 
European  drugmakers  together  will  in- 
crease profits  about  12%  this  year,  to 
$22.4  bOlion,  while  sales  chmb  8%,  to 
$123.9  biUion.  The  chief  laggard  might 
be  Glaxo  Wellcome  PLC,  whose  earnings 
could  shrink  as  it  faces  generic  compe- 
tition for  its  big-selling  Zantac,  the  ulcer 
drug. 

WORRISOME.  Marketing  expenses  may 
slow  some  giants.  Merck  &  Co.  is  spend- 
ing heavily  to  support  its  cholesterol- 
lowering  drugs  against  a  rival  product 
from  Bristol-Myers  Squibb  Co.  Pfizer 
Inc.  will  join  the  fray  with  Lipitor,  a 
just-approved  Warner-Lambert  Co.  drug 
it  will  co-promote.  And  Pfizer  will  push 
Aricept,  a  drug  for  Alzheimer's  disease. 

More  worrisome  is  a  shortage  of  new 
blockbuster  treatments.  Merck,  Roche 
Holdings,  and  Abbott  are  doing  well 
with  protease  inhibitors  for  managing 
AIDS  but  have  few  major  new  drugs. 
Scala  counts  just  three  pending  drugs 
that  could  hit  $500  million  apiece  in 
sales  by  2000 — Lipitor  and  the  diabetes 
drug  Rezuhn,  both  from  Warner-Lam- 
bert, and  Coreg,  a  SmithKline  Beecham 
antihypertensive  awaiting  approval  as 
a  congestive-heart-failure  treatment. 

Fewer  worries  over  mergers  and  ac- 
quisitions could  help.  The  pace  of  deals  is 
flat — the  $30  billion  alliance  of  Sandoz 


and  Ciba  accounted  for  nearly  all  the 
$36.4  billion  worth  of  deals  recorded 
through  early  December,  compared  with 
$35.4  billion  across  several  deals  in  1995, 
according  to  Windhover  Information 
Inc.'s  Health  Care  Strategist.  Few  big 
deals  appear  on  the  horizon,  even  though 
speculators  talk  up  a  potential  takeover 
of  SmithKline  Beecham  by  Roche.  "I 
don't  really  see  the  need  [for  mergers] 
today,"  says  Richard  J.  Kogan,  chief  ex- 
ecutive of  Schering-Plough  Corp.  "The 
industry  is  doing  pretty  well." 

For  their  part,  biotech  companies 
must  overcome  recent  disappointments. 


Chiron  Corp.'s  decision  in  November  to 
kill  a  long-awaited  herpes  vaccine  after 
it  proved  ineffective  briefly  sUced  17% 
off  its  stock  price.  This  year  could  be 
better  for  biotech,  should  positive  test 
results  be  forthcoming  on  such  prod- 
ucts as  leptin,  an  Amgen  Inc.  obesity 
treatment,  and  bdnf,  an  Amgen-Re- 
generon  treatment  for  Lou  Gehrig's  dis- 
ease. Helpful,  too,  could  be  a  forthcom- 
ing protease  inhibitor,  Viracept,  from 
Agouron  Pharmaceuticals  Inc.  For  both 
biotech  and  pharma,  the  question  is: 
Will  the  medicine  prove  strong  enough? 
By  Joseph  Weber  in  Philadelphia 


'THE  CHEAPEST  FORM  OF  CARE' 


William  C.  Steere  Jr.,  CEO  of  pace 
setting  Pfizer  Inc.,  spoke  recently 
about  the  industry's  prospects  for 
1997. 

Q:  Some  analysts  predict  a 
rosy  year  for  drugmakers.  Do 
you? 

A:  The  industry  is  going  to 
do  reasonably  well.  Managed 
care  is  coming  to  the  view 
that  drugs  may  be  the 
cheapest  form  of  health 
care. 

Q:  What  are  the  forces 
working  for  and  against 
drugmakers  and  biotech 
companies? 

A:  The  age-old  problem  we  face  is 
the  exhaustion  of  our  patents.  Once 
patents  expire,  we  can  expect  to  lose 


up  to  90%  of  sales  in  the  first  year. 
And  we're  a  research-based  industry. 
The  competition  is  intense.... You 

can't  come  out  with  a  me- 
too  drug  and  hope  to  get  a 
premium  price. 
Q:  Will  consolidation  pick  up 
steam? 

A:  I  don't  know  what  you  get 
out  of  consolidation, 
frankly.  Just  being  bigger  is 
not  particularly  better. 
Q:  The  market  has  traded 
pharmaceutical  stocks  up 
and  biotech  stocks  down. 
Will  that  continue? 
A:  I  have  no  idea  why  stocks  are  this 
high.  I  have  no  idea  what  makes  the 
stocks  go  up  and  down.  The  market  is 
scary. 
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Health  Care 


Transportation 
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HMOs  look  fit  again,  while  big 
hospitals,  nursing  homes,  and 
doctors'  groups  are  cutting  costs 
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Airlines  are  aloft,  railroads  are 
on  track,  and  even  trucking  is 
steering  into  better  times 
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From  telephony  to  TV,  high-tech 
gains  will  take  more  time.  And 
hold  the  megamergers,  too 
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Going  out  tonight?  More  and 
more  food  purveyors  want  a 
share  of  your  dining  dollar 


Business  Services 


Utilities 


70 


Competition  is  coming-slowly. 
So  poiver  companies  are  still 
generating  hefty  profits 
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The  competition  is  fierce,  and 
not  just  for  clients:  Affordable 
talent  isn't  easy  to  come  by 


Retailing 


/^l      Thanks  to  the 
/  I      stock  market 
I  X     runup  and  low 
unemployment,  shoppers 
are  back.  But  merchants 
still  face  an  overabundance 
of  stores  and  high  levels  of 
consumer  debt 


SERVICES 
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HT?  A  T  TW      A  "RTT  "^^^  emergency  surgery-raising 
fllli/xJjlil  Vjx\i\JlJ  premiums  and  balancing 
budgets-was  a  success.  HMOs  have  a  bloom  in  their  cheeks 
again.  But  hospitals  and  doctors  are  winning  more  power 
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POSITIVES  ►  Consoli- 
dating hospitals  and 
physician  groups  will 
boost  productivity 
^Aggressive  integration  is 
fueling  demand  for  med- 
ical information  systems 
>■  Medical  cost  inflation 
remains  low 


NEGATIVES  >  Managed- 
care  insurers,  unable  to 
pass  on  price  increases, 
will  see  margins  squeezed 

►  The  shift  of  Medicare 
patients  into  managed 
care  will  hurt  hospitals 

►  Managed-care  enroll- 
ment growth  is  slowing 


The  managed-care  balloon  burst 
spectacularly  last  July.  In  one 
week,  four  publicly  traded  health- 
maintenance  organizations  report- 
ed profits  sharply  lower  than  Wall 
Street  had  figured  on.  Pop!  Giants  Unit- 
ed Health  Care  Corp.  and  Humana  Inc. 
fell  from  gi-ace.  Pop!  Earnings  at  small- 
er Mid-Atlantic  Medical  Services  Inc. 
and  Physicians  Health  Services  Inc. 
tanked,  hmo  shares  on  average  shed 
neai'ly  a  quarter  of  their  value. 

Managed  care  quickly  set  to  heaUng 
itself — and  the  hurried  operation  has 
been  a  success.  Insurers  are  winning 
higher  premiums  from  employers  and 
fixing  the  cost  problems  that  brought 
unwelcome  surprises.  Average  hmo 
earnings  should  jimip  by  at  least  20%  in 
1997  from  last  yeai-'s  depressed  results, 
analysts  say.  Ajid  managed-care  stocks 
have  rebounded  to  pre-July  levels. 
PREMIUM  HIKES.  Indeed,  much  of  the 
health-care  sector  is  poised  for  a  robust 
year.  It's  not  that  revenues  are  soar- 
ing: The  $700  billion  industry  should 
grow  only  6.5%  in  1997.  Rather,  hmos 
should  score  by  fixing  past  mistakes. 
And  big  hospital  companies,  nursing- 
home  chains,  and  powei-ful  new  physi- 
cian organizations  are  reaping  the  re- 
wards of  efficiency  that  managed  care 
always  promised.  Sheer  scale  and  better 
management  are  lowering  costs  and  lift- 
ing profits. 

HMOs,  for  their  part,  have  negotiated 
premium  increases  for  1997  of  2%  to 
5%.  Humana  told  analysts  in  Novem- 
ber that  it  was  cutting  off  customers 
who  refused  to  pay  an  average  3%  pre- 
mium hike.  "They're  not  completely  out 
of  the  woods,  but  [pricing]  is  getting 
better,"  says  Salomon  Brothers  Inc.  an- 
alyst Robert  J.  Hoehn. 


The  gains  barely  match  medical  infla- 
tion, but  they're  a  welcome  tonic  after 
two  straight  years  of  flat  prices  or  ac- 
tual declines,  hmos  tolerated  stagnant 
premiums  because  enrollment  was  soar- 
ing and  strategies  to  limit  costs  in  hos- 
pitals and  doctors'  offices  appeared  to  be 
working.  "They  were  getting  a  little  fat 
and  happy,"  says  analyst  Stephen  Ho- 
dapp  at  Robertson,  Stephens  &  Co.  But 
insurers'  earnings  got  socked  in  July 
when  outpatient  and  pharmaceutical 
claims  came  in  above  budgets. 

HMOs  have  imposed  new 
controls  on  drug  costs,  and 
their  ratios  of  medical 
costs  to  premiums  have 
begun  to  drop.  But  theu- 
longer-term  prospects  look 
gloomier.  Last  summer's 
stock  market  debacle  indi- 
cated that  the  days  of  sim- 
ply beating  profits  out  of 
doctors  and  hospitals  are 
coming  to  an  end.  "The 
easy  pickings  are  out  of 
the  system,"  says  consul- 
tant Michael  A.  Sachs. 

In  this  view,  doctors, 
hospitals,  and  other  providers  are 
strengthening  then*  hand  against  insm- 
ers.  The  nation's  biggest  hospital  chains, 
for  example,  continue  to  consolidate  tor  ef- 
ficiency and  pricing  power.  Tenet  Health- 
care Coip.,  the  nation's  second-lai-gest 
hospital  chiiin,  agreed  in  October  to  pay 
$3.1  bUlion  for  OrNda  HealthCoiiD,  wWch 
is  No.  3.  Columbia/HCA  Healthcsu-e  Corp., 
wliich  gi-ew  by  mergers  to  become  by 
far  the  largest  U.  S.  hospital  diain,  should 
win  profit  gtuns  of  15%  to  20%  in  1997. 

How?  Size  and  breadth  mean  clout. 
"This  is  a  struggle  for  leverage,"  says 
Ronald  J.  Del  Mauro,  president  of  St. 
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Barnabas  Health  Care  System.  A  year 
ago,  St.  Barnabas  ran  two  hospitals  and 
four  nursing  homes  in  New  Jersey. 
Since  then,  it  has  purchased  six  big 
New  Jersey  hospitals.  It  also  nms  20 
outpatient  centers,  a  psychiatric  facility, 
and  two  more  nursing  homes.  Fom-  or 
five  more  hospitals  could  join  by  March. 

Del  Maiu'o,  like  many  hospital  execu- 
tives, ai'gues  that  provider  that  blanket 
a  region  with  a  range  of  high-quality 
services — such  as  outpatient  sui-gical 
centers,  skilled  nursing  facilities,  and 
the  like — will  command 
more  and  better  con- 
tracts fi'om  insui'ers  and 
employers.  Aetna  Life  & 
Casualty  Co.,  for  exam- 
ple, aims  to  establish 
long-term  relationships 
with  as  many  as  25  inte- 
gi-ated  regional  provider 
systems  within  five  yeai-s. 

There's  plenty  of  room 
left  for  rationalization. 
Hospitals  fill  just  60%  of 
their  beds  on  any  given 
night,  and  then-  produc- 
tivity is  falling.  Over- 
capacity vnll  intensify  as  more  Medicare 
recipients  go  to  managed  cai-e,  wliich 
has  reduced  hospitalization  of  older  pa- 
tients. Consultant  Sachs  estimates  that 
demand  for  hospital  beds  could  drop 
46%  by  2000.  As  hundreds  of  institu- 
tions close,  those  remaining — increas- 
ingly in  the  hands  of  for-profit  chains — 
wiW  have  more  bai'gaining  power. 

Physicians,  meanwhile,  are  recaptm- 
ing  leverage  with  the  emergence  of  so- 
called  physician  practice  management 
companies.  Some  ppms  buy  medical  prac- 
tices outright,  while  others  just  handle 
administration  and  contract  negotiations 
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MINNESOTA'S  HMO-ECTOMY 


When  it  comes  to  health  care,  Min- 
nesotans  are  a  prickly  bunch.  In  the 
early  '70s,  while  most  Americans  were 
just  grumbling  about  doctors'  bills, 
folks  in  the  Twin  Cities  were  rejecting 
fee-for-service  to  pioneer  a 
cheaper  system  known  today 
as  managed  care. 

Now,  as  Corporate  Ameri- 
ca turns  to  health-mainte- 
nance organizations,  a  coalition  of  25 
Minnesota  companies  appears  to  be 
scoring  much  bigger  savings — and 
giving  employees  greater  choice — by 
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BHCAG'S  WETZELL:  Administration  is  9%  of  costs 

bypassing  insurers.  The  Business 
Health  Care  Action  Group  deals 
directly  with  doctors  and  hospitals. 

Steve  Wetzell,  executive  director  of 
BHCAG,  contends  that  HIVlOs— which 
still  manage  the  bulk  of  coalition 
members'  health  insurance — waste 
millions  on  administration.  By  cutting 


them  out,  the  coalition  has  reduced 
employers'  health-coverage  expenses 
11%  since  1993. 

BHCAG  members,  including  3M, 
Dayton  Hudson,  General  Mills,  Cargill, 
and  Honeywell,  produce 
nearly  $120  million  in  annu- 
al claims  from  250,000  peo- 
ple. Coalition  companies 
entertain  bids  from  15 
groups  of  primary-care  and  specialty 
physicians  and  hospitals.  Employees 
pay  based  on  which  benefits  they 
choose.  Administration  makes  up  only 
about  9%  of  costs. 
"We  think  this  model 
could  operate  in  any 
market  in  the  coun- 
try," Wetzell  says. 

Perhaps.  But 
BHCAG  has  depended 
on  unusually  savvy 
corporate  members 
and  a  progressive 
marketplace.  HMOs 
argue,  moreover,  that 
BHCAG  gets  an  unfair 
advantage  by  ducking 
state  insurance  regu- 
lations. "We  very 
much  consider  this  a  pilot,"  says 
Gordon  Sprenger,  executive  officer  of 
Allina  Health  Systems,  two  of  whose 
affiliated  physician  groups  contract 
with  BHCAG.  It's  an  experiment, 
though,  that  the  entire  industry  is 
watching  closely. 

By  Ron  Stodghill  II  in  Chicago 


for  a  fee.  Certain  companies,  such  as 
industiy  leader  MedPartners  Inc.,  ad- 
minister thousands  of  practices  in  dif- 
ferent regions  and  specialties;  many 
gi'oups  focus  on  regional  mai'kets  or  on 
specialties  such  as  coronaiy  eai-e. 

This  yeai-  physician  practice  manage- 
ment companies'  gi-ow^h  may  stall.  Trae, 
PPMS  control  less  than  10%  of  U.  S.  prac- 
tices. Yet  William  B.  Hanlon  III,  a  prin- 
cipal at  investment  bankers  Shattuck 
Hammond  Pai-tners  Inc.,  which  has  ad- 
vised on  PPM  deals,  says  the  easily  ac- 
qim-ed  cUnics  already  have  been  bought 
up,  leaving  a  massive  nrnnber  of  scat- 
tered solo  physicians  and  small  gi'oups. 

Still,  PPMS  ah-eady  have  brought  both 
bulk  and  management  savvy  to  a  highly 
fractm-ed  industry.  "Today,  if  you  nego- 
tiate with  any  physician  group,  it's  al- 
most guaranteed  you'll  have  a  lawyer 
and  an  accountant  and  an  actuary 
there,"  says  Joseph  Lynaugh,  chief  ex- 
ecutive officer  of  NYLCare  Health  Plans. 

The  challenge  to  hmos  from  physi- 
cians' groups  isn't  just  a  matter  of  pric- 
ing. Increasingly,  managed-care  compa- 
nies are  negotiating  so-called  capitated 
contracts  that  pay  providers  a  flat 
monthly  or  annual  fee  per  patient,  no 
matter  how  much  care  is  given.  Eelated 
contracts  pay  providers  a  set  rate  for 
treating  certain  diseases  or  disorders — 
say,  a  heart  attack.  By  doing  so,  insur- 
ers pass  on  all  or  most  of  the  risk  to 
doctors.  They  also  pass  on  control  over 
managing  the  care  involved. 
EFFECT  ON  QUALITY.  Physicians,  then, 
practice  with  stronger  incentives  to  re- 
duce costs  than  ever  before.  Many  ana- 
lysts believe  doctors  so  motivated  will,  in 
fact,  be  better  at  rooting  out  ineffiencies 
in  medicine  than  insurers  have  been — al- 
though the  effect  on  quality  is  trou- 
blingly  uncertain.  But  the  most  intrigu- 
ing question  is  this:  As  providers,  by 
taking  on  risk,  become  more  like  hmos, 
what  role  will  hmos  serve?  "hmos  are 
not  going  to  disappear,"  says  Tenet  ceo 
Jeffrey  C.  Barbakow.  But  their  value 
could  become  limited  to  marketing  and 
back-office  operations:  If  doctors  figure 
out  how  to  find  their  own  customers, 
insurers  may  find  themselves  simply  pro- 
cessing claims — a  low-margin  affair. 

In  coming  years,  insurers  may  also 
become  vulnerable  simply  by  virtue  of 
their  success.  More  Americans  than 
ever — perhaps  150  million — have  en- 
tered some  form  of  managed  care.  But 
that  success  has  a  downside:  hmos  no 


longer  can  win  one-time  savings  by  con- 
verting large  numbers  of  patients  from 
more  expensive  indemnity  plans.  And 
since  nearly  all  physicians  have  con- 
tracted to  accept  patients  from  several 
rival  hmos,  managed-care  plans  look 
more  and  more  alike  to  consumers  and 
their  employers— except  for  the  premi- 
ums they  charge.  Health  insurance,  in 
other  words,  is  becoming  a  commodity. 
In  fact,  more  health-care  buyers  are 


starting  to  think  they  can  do  the  job 
better  themselves.  Sopliisticated  em- 
ployer groups  in  Des  Moines,  Min- 
neapolis, St.  Louis,  and  other  cities  are 
attempting  to  bypass  insurers  altogeth- 
er, negotiating  contracts  directly  with 
doctors  and  hospitals  (box).  Such  steps 
threaten  insurers.  For  them,  1997  will 
be  a  yeai-  of  healing.  After  that,  there 
could  be  more  bumps  and  braises. 
By  Keith  H.  Hammonds  in  New  York 


Doctors  may  be  good  at  cutting  costs — 
but  the  effects  on  quality  are  uncertain 
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From  telephony  to  TV,  high-tech  gains  will  take  more  time. 
And  hold  the  megamergers,  too.  Winners  will  learn  to  adapt 
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POSITIVES  ^-Foreign 

markets  for  Hollywood 
products  will  expand 

►  Price  cuts  and  added 
features  will  swell  the  mar- 
ket for  online  services 

>  Strong  satellite-TV  sales 
will  continue  following 
rebates  and  price  cuts 


NEGATIVES  >■  Broadcast 
networks  will  continue  to 
lose  market  share 
>-Higlier  rates  and  slow 
rollout  of  new  technologies 
will  hamper  cable  TV 
>■  Hollywood  will  set 
spending  records  on  new 
films 


For  media  executives,  new  tech- 
nologies are  looking  a  lot  less  ex- 
citing than  they  did  only  months 
ago.  Remember  digital  compres- 
sion and  cable  modems?  How  about 
shopping  by  television?  Or  cable  fv 
from  your  phone  company?  They're  stUl 
coming,  but  not  as  fast  as  once  promised. 
Even  backers  of  direct-broadcast  satel- 
lite TV  are  downsizing  expectations.  Re- 
ahty  has  set  in. 

Telephone  companies,  worried  these 
days  about  defending  their  traditional 
tuif,  will  scale  back  their  attack  on  cable 
in  1997.  And  cable — ^larded  with  hefty 
debt  burdens  and  irustrated  by  the  slow- 
er-than-anticipated  development  of  digi- 
tal technologies — ^wiU  be  cautious  about 
offering  new  products.  Consumers  don't 
seem  to  have  the  money  to  buy  them. 
SKY  STRIKE.  After  a  rush  of  megadeals 
that  coupled  Walt  Disney  with  Capital 
Cities/ABC  and  Seagi-am  with  mca,  deal- 
makers  will  have  less  to  do  in  1997. 
"This  will  be  a  yeai-  to  sort  things  out," 
says  Harold  L.  Vogel,  an  entertainment 
analyst  at  Cowen  &  Co. 

However,  not  all  will  be  quiet  on  the 
media  fi-ont.  By  October,  News  Corp. 
Chief  Executive  Rupert  Mui-doch  plans 
to  launch  his  satellite-delivered  American 
Sky  Broadcasting  sei-vice,  his  most  ag- 
gressive assault  on  American  au-waves 
since  the  1987  introduction  of  the  Fox 
Broadcasting  Co.  network.  To  get  his 
bii-d  aloft,  however,  Mmxloch  needs  some- 
one to  shai-e  the  $2  billion  price  tag  now 
that  joint-partner  Mci  Communications 
Coip.  wants  to  reduce  its  stake  so  it  can 
merge  with  British  Telecommunications 
P!,c.  Among  the  companies  Miu-doch  has 
been  talking  to  are  Disney  and  i-egional 
Bells  Ameritech  and  Bell  Atlantic. 
After  more  than  doubling  the  nimiber 
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of  subscribers  last  year,  satellite-TV  com- 
panies will  settle  for  more  modest 
growth  this  year — ^perhaps  a  40%  rise,  to 
4.8  milUon,  predicts  Jimmy  SchaefEler,  a 
digital  analyst  at  The  Carmel  Group. 
Even  with  hefty  price  cuts.  General  Mo- 
tors Coi-p.'s  Hughes  Electronics  recently 
dovragraded  projections  for  1996  sales 
of  its  Du-ecTV  system  by  23%.  Startup 
EchoStar  Communications  Corp.,  with 
285,000  subscribers,  vdll  likely  go  looking 
for  a  weU-capitalized  partner,  such  as 
Mm-doch,  a  regional  BeU,  or  even  a  cable 
giant  such  as  Tele-Com- 
munications Inc.,  Schaef- 
fler  figures. 

TCI,  hke  much  of  the 
cable  industry,  could  use 
an  injection  of  subscribei-s 
from  satellite  TV.  The  ca- 
ble industry  added  a  lack- 
luster 1.5%  to  its  64  mil- 
hon  households  in  1996 
and  will  do  about  the 
same  this  year,  says  Paul 
Kagan  Associates  analyst 
Sharon  Armbrust. 

Other  services  that  ca- 
ble had  been  counting  on 
for  a  revenue  boost  aren't  hkely  to  pay 
off  in  1997.  High-speed  services  provid- 
ed by  cable  modems  will  get  tests,  such 
as  TCi's  Hartford  effoi-t,  but  it  will  hiu-d- 
ly  be  the  $200  million-a-year  business 
this  year  that  Annbrust  predicted  ear- 
lier in  1996.  Instead,  she  sees  it  adding 
a  mere  $50  miUion. 

'rci  has  become  the  industi^s  amiizing 
sluinldng  company,  spinning  off  its  satel- 
lite unit  and  preparing  to  spin  off  its 
foreign  and  programming  units.  It  will 
likely  use  them  to  raise  capital  in  '97. 
Time  Warner  Inc.,  the  nation's  second- 
largest  cable  system,  will  likely  spin  oif 
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its  entire  13  million-subscriber  system. 
As  for  buyei-s,  that's  anyone's  guess. 

The  one  silver  lining  for  the  cable  in- 
dustry is  that  the  phone  companies, 
once  considered  Cable  Enemy  No.  1, 
ai'en't  engaging  in  hostihties.  Tele-T\',  a 
consortium  of  telephone  companies,  has 
scaled  back  and  might  soon  disband. 
Only  one  of  its  three  partners.  Pacific 
Telesis  Group,  will  move  forwai-d  ag- 
gressively with  wii'eless  cable — offemg 
the  TV  service  in  Mai'ch  to  an  estimated 
5  milUon  homes  in  Southern  California. 

Ti'aditional  broadcast 
networks  will  enjoy  a 
continued  re\ival,  despite 
losing  a  bit  more  market 
share.  Even  without  the 
benefit  of  the  Oljinpics 
and  a  Presidential  elec- 
tion, network  ad  sales 
wU  rise  by  4%,  to  $13.6 
bilhon,  predicts  Robert  J. 
Coen,  senior  vice-presi- 
dent of  McCami-Erickson 
Worldmde  advertising 
agency.  "The  era  of 
downsizing  is  over.  Com- 
panies are  looking  to  ex- 
pand their  brand  names,"  says  media 
economist  Ai-thm-  Gruen,  president  of 
Wilkofsky  Gruen  Associates. 

General  Electric  Co.'s  National 
Broadcasting  Co.  will  expand  interna- 
tionally and  add  cable  channels.  CBS  is 
also  on  the  prowl  for  cable  networks 
but  needs  more  cash.  After  being  spun 
off  from  Westinghouse,  the  network 
might  seek  investments  fi-om  progi-am- 
mers  seeking  distribution.  One  likely 
cash-rich  partner  is  Seagi'am  unit  Uni- 
versal Studios  Inc.,  which  wants  to 
guarantee  air  time  for  its  newly  re- 
vived TV-pi-ogramming  arm. 
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The  film  industry  will  set  spending 
records  in  1997.  Seven  films  will  cai-ry 
$100  million  budgets,  including  director 
James  Cameron's  $125  million  Titanic 
for  Paramount  and  two  volcano  films 
that  will  compete  in  Febmai-y:  Fox's 
Volcano  and  Univei-sal's  Dante's  Peak. 

About  the  only  ones  not  complaining 
are  the  top-tier  actors  and  directors. 
Arnold  Schwai-zenegger  will  take  home 
$1  million  a  minute  for  his  estimated  25 
minutes  of  film  time  as  the  \'illain  Mi-. 
Fi-eeze  in  Warner  Bros.  Inc.'s  Batman 
and  Robin.  Dii-ector  Steven  Spielberg 
will  likely  earn  twice  that  amoimt  after 
collecting  royalties  for  his  Jurassic  Park 
sequel,  The  Lost  World,  for  Universal. 

Studios  will  pm-sue  moviegoers  with 
an  estimated  440  to  460  films,  says  box- 
ofBce  follower  Exhibitor  Relations  Co., 
as  many  as  29  more  than  the  431  re- 
leased in  1996.  Foreign  markets  will 
again  be  strong,  and  there's  always  the 
home-video  mai'ket. 

BALLOONING.  About  the  only  thing  that 
seems  to  be  giwving  faster  than  movie 
budgets  these  days  is  the  sign-on  rate 
for  online  services.  The  numbei-s  of  U.  S. 
households  logging  on  jiunped  60%  in 
1996,  to  15.4  million  homes,  says  Jupiter 
Commimications  Co.  In  1997,  online  sub- 
scribers will  jiunp  by  an  additional  46%, 
to  22.3  million,  and  generate  a  robust 
$5.7  bilhon  in  revenues,  says  Jupiter 
Managing  Director  Kurt  Abrahamson. 

Advertising  will  make  its  fii-st  notice- 
able impact  on  the  industiy,  nearly 
tripling  to  become  a  $1.1  billion  busi- 
ness, says  Jupitei-'s  Abrahamson.  But 
the  big  money  must  wait  until  consumei-s 
are  willing  to  pay  for  specific  programs, 
such  as  games,  or  for  service  charges. 
Hcketmaster  and  American  Express  Co. 
will  experiment  with  service  fees  in  1997, 
but  the  business  will  barely  pas^  $300 
million  in  1997,  says  Abrahamson. 

While  consimiers  sort  out  their  pref- 
erences, online  access  companies  will  con- 
tinue to  struggle.  Compusei^ve  has  exited 
the  consumer  business  and  may  shrink 
further.  Prodigy  Services  Co.  is  on  shaky 
footing,  too.  Even  America  Online  Inc., 
the  nation's  largest  service,  could  find 
life  vastly  different  in  1997  (box).  One 
scenario:  at&t  buys  aol's  network  sys- 
tem, leaving  the  content-crazed  company 
to  focus  on  delivering  new  services  to 
its  public.  Disney  may  want  aol  as  well, 
speculates  David  Simons,  managing  di- 
rector of  Digital  Video  Investments. 

The  nation's  newspapers,  meanwhile. 


HAVE  AOL,  WILL  TRAVEL 


As  a  co-founder  of  MTV  in  1981, 
Robert  W.  Pittman  helped  make  cable 
television  part  of  everyday  life  for 
millions  of  people.  Now,  he's  trying  to 
do  the  same  for  online  computer  ser- 
vice as  the  new  president  of  America 
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THE  VISION  THING:  Taming  up  the  heat  online 


Online  Inc.'s  AOL  Networks.  Pittman 
hopes  to  engender  MTV-like  loyalty  to 
AOL — but  not  by  turning  the  service 
into  just  a  cyber-version  of 
a  TV  channel.  "Online  is  not 
just  an  entertainment  medi- 
um," he  says.  "It's  a  'make 
my  life  more  convenient'  medium." 

In  mid-1997,  AOL  will  roll  out  a  cus- 
tomized "newspaper"  called  Driveway. 
Based  on  an  individual's  interests,  AOL 
will  pull  together  information  and  send 
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the  data  in  regular  updates  to  the 
member's  personal  computer. 

And  AOL  will  expand  its  Digital  City 
Inc.  service  to  30  cities  this  year,  giv- 
ing members  information  on  every- 
thing from  local  restaurants  to  traffic 
jams. 

Mail  and  chat  will 
get  more  lively,  too. 
This  year,  AOL  will 
offer  a  service  that 
allows  two  members  to 
speak  to  each  other 
instead  of  typing  mes- 
sages. The  company 
will  also  roll  out  a 
video  version — albeit 
in  jumpy,  four-frames- 
per-second  video. 

While  Pittman  fig- 
ures that  usefulness 
will  be  AOL's  hook,  he 
will  still  look  for  the 
right  entertainment 
formula.  New  Line 
Television  Inc.,  for 
instance,  created  a  Generation  X 
online  news  and  entertainment  chan- 
nel with  AOL  called  the  Hub.  "The 

future  of  the  online  world  is 
branded  destinations"  like 
the  Hub,  says  New  Line  Tele- 
vision President  Robert  Fried- 
man. That's  more  easily  said  than 
done.  As  Bob  Pittman  knows,  for  every 
MTV  there  are  a  thousand  has-beens 
and  never-weres. 

By  Amy  Barrett  in  Washington 


will  return  to  profitability  by  going  back 
to  basics.  Newsprint  prices  will  fall  by 
15%  to  20%,  helping  to  prop  up  news- 
papers that  weathered  the  circulation 
downturn  of  the  early  and  mid-'90s.  In 
1997,  overall  circulation  losses  will  large- 
ly bottom  out,  figures  investment 
bankers  Veronis,  Suhler  &  Associates. 
Advertising  will  increase  by  6%,  to  $46 
billion,  pi-edicte  McCann-Erickson's  Coen. 
Adding  subscribers  has  taken  on  new 


urgency  for  major  newspapers  includ- 
ing The  Los  Angeles  Times,  The  Nmv 
York  Times,  and  Chicago  Tribune.  Each 
predicts  larger  operating  profits  in  the 
coming  year. 

The  media  industi-y's  future  isn't  ar- 
riving as  quicldy  as  eveiyone  predicted. 
Companies  that  can  adapt  should  do  fine. 
For  others,  it  could  be  a  difficult  year. 

By  Ronald  Grover  in  Los  Angeles, 
■with  Ami/  Barrett  in  Washington 


Hollywood  will  break  records for  profligate  spending: 
Seven  movies  will  carry  $100  million  budgets 
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TTTTT  TTTT?Q  ^^^^^  companies  are  producing  lots 
U  1  ILil  1  llJU  of  cash,  and  regulators  are  treating 
them  gently.  But  the  public  may  cry  foul 
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POSITIVES  >■  Mergers 
between  electric  utilities 
will  bring  down  costs 
►  State  regulators  are 
socking  customers,  not 
shareholders,  with  the  bill 
for  utility  assets  that  are 
rendered  uncompetitive  by 
deregulation 


NEGATIVES  ►  Utilities 
with  high-priced  electricity 
face  long-term  problems 

►  Uncertainly  about  dereg- 
ulation will  leave  many 
utilities  paralyzed 

►  Residential  customers 
may  rebel  if  restructuring 
isn't  benefiting  them 


For  all  the  talk  of  turmoil  caused  by 
deregulation,  the  $210  billion  U.  S. 
electiic-utility  industry  should  gen- 
erate healthy  profits  again  in  1997. 
With  competition  stiU  mainly  theoretical, 
many  power  companies  will  continue 
chai-ging  more  for  electricity  than  a  free 
market  would  bear.  Most  can  pass  along 
higher  fuel  costs  to  customers.  And  util- 
ities have  declai-ed  a  near  moratorium 
on  new  generating  plants  and  transmis- 
sion Unes.  That  means  they  have  plenty 
of  free  cash  flow  to  repurchase  debt  and 
equity  or  snap  up  other  electric  and  gas 
companies  at  home  and  abroad. 

AU  told,  it's  hardly  an  industry  in  se- 
vere pain.  The  average  return  on  equity 
of  U.S.  utilities  should  reach  11.8%  this 
yeai',  continuing  a  steady  rise  from  9.6% 
in  1993,  says  Bear,  Steams  &  Co.  ana- 
lyst Dan  Scotto.  Take  ppl  Group  Inc., 
pai'ent  of  Florida  Power  &  Light  Co. 
With  a  healthy  local  economy  and  sup- 
portive regulators,  fpl  should  post  eam- 
ings-per-share  growth  of  6%  this  year, 
says  analyst  Ronald  S.  Tanner  of  Balti- 
more-based Legg  Mason  Inc. 
PICK  UP  THE  TAB.  Happily  for  utihties, 
competition  is  coming  as  a  tepid  bath, 
not  the  cold  shower  many  had  feared. 
California  set  the  tone  in  1996  with  pas- 
sage of  a  law  protecting  the  state's  util- 
ities and  theii'  shareholders  from  footing 
the  bill  for  generating  plants  that  are 
"stranded" — rendered  obsolete — by 
cheaper  power  soui-ces.  Customers  must 
keep  paying  for  obsolete  plants  even  if 
they  start  buying  their  electricity  from 
someone  else.  The  theoiy  is  that  utilities 
built  the  plants  in  good  faith,  thinldng 
they  needed  to  supply  juice  to  all  the 
customers  in  their  temtory. 

State  regulators  can  still  force  utilities 
to  pick  up  the  tab  for  investments  that 
are  judged  obviously  unwise.  Still,  utili- 
ty lobbyists  like  what's  happening  in 


CahfoiTiia  and  other  states  in  the  van- 
guard— Massachusetts,  New  Hampshii-e, 
Pennsylvania,  and  Rhode  Island. 

Fresh  from  reforming  telecom  in 
1996,  Congress  will  turn  to  electricity 
this  year.  Representative  Dan  Schaefer 
(R-Colo.)  is  pushing  a  bill  that  would 
give  states  a  deadline  of  Dec.  15,  2000, 
to  begin  letting  customers  choose  be- 
tween electricity  suppliers.  Another  bill, 
to  repeal  the  Public  Utility  Holding 
Company  Act  of  1935,  would  accelerate 
industry  consolidation  by  making  utOity 
mergers  easier  to  pull  off. 

Residential  consumers  won't  benefit 
as  much  as  industry  from  utiHty  dereg- 
ulation. Last  fall,  the  Washington  In- 


ternational Energy  Group  Ltd.  consul- 
tsmcy  asked  utility  executives  whether 
competition  would  significantly  reduce 
the  average  family's  electric  bUl.  FuUy 
82%  said  no. 

If  the  general  pubhc  starts  demand- 
ing better  treatment,  lawmakers'  and 
regulators'  benevolence  toward  utilities 
may  fade.  So  utihties  may  move  quickly 
in  1997  to  lock  in  deals  with  theu-  states. 
"There's  a  fii-st-mover  advantage,"  says 
Howard  P.  Kagan,  a  partner  in  the  in- 
vestment-banking boutique  of  McManus 
&  Miles  Inc.  in  New  York.  "The  later 
utihties  are  not  going  to  do  as  well." 
Expect  lots  of  pohticldng  this  year. 

By  Peter  Coy  in  New  York 


STEAM  IS  MONEY 


At  a  time  when  electric  utilities  are 
drowning  in  capacity,  Thomas  R.  Cas- 
ten  is  making  matters  worse.  He's 
building  power  plants  that  are  far 
more  efficient,  and  he's  using  a  tech- 
nology that  the  utilities  have 
ignored  for  years. 

Casten  is  president  and 
CEO  of  Trigen  Energy  Corp. 
in  White  Plains,  N.Y.  Trigen 
builds  plants  that  sell  the  main  by- 
product of  electricity  production — 
heat — instead  of  throwing  it  away.  So 
up  to  90%  of  the  energy  that  goes  in 
comes  out  as  a  usable  product,  vs. 
efficiency  of  50%  or  less  for  conven- 
tional plants.  Trigen  earned  about  $10 
million  on  $177  million  in  revenue 
through  the  first  nine  months  of  1996. 

Trigen's  plants  are  near  customers 


in  need  of  steam  for  heat  and  chilled 
water  for  air-conditioning  in  addition 
to  electricity.  A  Trigen  partnership 
with  Nation's  Energy  Corp.  supplies 
steam  and  electricity  to  Coors  Brewing 
Co.  in  Golden,  Colo. 
FOCUS  Although  utilities  know 

  how  much  heat  generating 

TRIGEN  ENERGY     plants  throw  off,  their  plants 
are  usually  too  big  to  be 
located  near  customers.  But  one  big 
utility,  Cincinnati-based  CINergy 
Corp.,  announced  in  December  that 
it  would  team  with  Trigen  to  build 
a  bunch  of  the  bite-size  plants, 
which  will  steal  customers  from 
established  power  companies.  Says 
CINergy  CEO  James  E.  Rogers:  "I 
don't  get  invited  out  much  to  play 
golf  with  other  CEOs." 
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RT^TATT  TMP  '^^PPy  ^^^^      ^^^^  merchants, 
IXEj  Iril Jjli>l  VJ  but  they  still  face  an  overabundance 

of  stores  and  growing  consumer  debt 

PROGNOSIS  1      9  9  7 

POSITIVES  ►  Consumer  NEGATIVES  ►  Cormimer 
covfidence  is  strong,  and  debt  loads  are  near  an  all- 
unemployment  is  low  time  high,  dampening  abil- 
>■  Apparel  sales  should  ily  to  spend 
continue  to  pick  up  as  >-A  dip  in  housing  starts 
retailers  introduce  fresher  could  hurt  sales  offumi- 
fashions  lure  and  appliances 
►  Luoniry  goods  will  sell  >No  consumer  electronics 
well  again  products  are  super-hot 


EXCLUDES  EATING  AND  DRINKING  PLACES  AND  FOOD  STORES 
OUTPUT  EMPLOYMENT  PRODUCTIVITY 


BILLIONS  OF  MILLIONS  OF  THOUSANDS  OF 

'96  DOLLARS  WORKERS  '96  DOLLARS 


After  one  of  its  worst  recessions  in 
memoiy,  retailing  picked  up  slight- 
ly in  1996.  A  scaling  stock  mai'ket 
and  low  imemployment  translated 
into  improved  consumer  confidence.  Ap- 
pai'el  sales  recovered,  luxuiy  goods  con- 
tinued to  sell,  and  even  specialty  retail- 
ei-s  showed  signs  of  a  comeback. 

Industi'y  experts  and  retailers  expect 
those  trends  to  continue  through  the 
first  half  of  this  year.  But  a  weaker 
economy  in  the  second  half  could  slow 
sales  again.  James  M.  Zimmerman,  pres- 
ident of  Federated  Department  Stores 
Inc.,  predicts  that  1997  "will  be  more  of 
the  same" — -that  is,  moderately  healthy. 

Carl  E.  Steidtmann,  chief  economist 
at  Management  Horizons,  worries  about 
a  possible  economic  slowdown  and  con- 
sumer debt.  "It's  sort  of  like  termites 
eating  away  at  the  porch.  The  porch 
looks  0.  K.  until  you  step  on  it."  In  ad- 
dition, the  industi-y  still  faces  thq  long- 
term  trend  of  having  too  many  stores. 
Steidtmann  estimates  retail  sales  will 
rise  3.5%  in  1997,  compared  with  an  es- 
timated 5%  jump  in  1996,  based  on  the 
assumption  of  a  slower  economy  in  the 
second  half.  Profit  growth,  he  says,  will 
be  flat  to  lower  after  rising  in  1996. 

High-end  retailers  from  the  Gucci 
Group  to  Neiman-Marcus  and  Tiffany 
are  expected  to  continue  flying.  Gucci's 
sales  leaped  81%  for  the  nine  months 
through  October,  1996,  and  should  rise 
26%  this  year,  says  analyst  Janet  Joseph 
Kloppenburg  at  Robertson,  Stephens  & 
Co.  Tiffany  CEO  William  R.  Chaney  also 
predicts  15%  sales  gi-owth  this  year. 

Isaac  Lagnado,  publisher  of  the  Tac- 
tical Retail  Monitw,  an  industry  news- 
letter, expects  apparel  sales  to  remain 
strong  through  1997.  Specialty  apparel 
retailers  from  Gap  to  The  Limited  to 
AnnTaylor  Stores  (box)  are  expected  to 
benefit. 


In  a  glutted  retail  market,  most  of 
the  gi'owth  at  Wal-Mart  Stores  Inc.  will 
be  in  supercenters — combination  grocery 
and  general  merchandise  stores.  Inter- 
national operations,  vnth  sales  of  about 
$7  billion  last  year,  are  still  tiny  relative 
to  Wal-Mart's  size  and  mai'ginally  prof- 
itable because  of  heavy  startup  costs. 
NatWest  Securities  Corp.  predicts  Wal- 
Mart's  sales  wUl  grow  10%  this  year,  to 
$115  biUion.  Kmart  Corp.  pulled  itself 
out  of  a  hole  last  year.  Analysts  Hke  its 
debt  restructuiing,  cost-cutting,  and  new 
merchandising  strategy.  Salomon  Broth- 
ers Inc.  says  Kmart's  earnings  wiU  more 
than  triple,  to  $484  million,  on  a  6% 
sales  gain,  to  $36.2  billion.  Nesbitt  Bums 


Subdued  gabardine  trousers,  silk 
blouses,  and  classic  cotton  shirts 
hang  from  the  racks  of  AnnTaylor 
Stores  Corp.'s  311  outlets  these  days. 
That's  a  far  cry  from  the  cropped 
T-shirts  and  leather  jackets 
AnnTaylor  sold  a  year  ago. 
It's  a  sign  that  the  company 
is  back  on  track  after  18 
months  of  sales  and  earn- 
ings disappointments  and  manage- 
ment turmoil. 

AnnTaylor's  fall  and  recovery  is  typ- 
ical of  what  happened  with  women's 
specialty  clothing  stores,  although  it 
was  also  plagued  by  internal  prob- 
lems. The  women's  stores  suffered — 
in  part  because  women  didn't  like  the 
clothes  being  offered. 

Now,  women  are  buying  again.  And 


Securities  Inc.  in  Chicago  predicts  Sears, 
Roebuck  &  Co.  will  see  earnings  rise 
15%,  to  $1.5  biUion. 

Home  furniture  sales  should  slow  as 
housing  starts  dip,  but  consumers  are 
likely  to  continue  spending  on  lamps, 
sheets,  and  mirrors.  Pier  1  Imports  Inc. 
expects  its  sales  to  grow  12%  this  yeai-, 
to  just  over  $1  billion,  according  to 
Southwest  Securities  Inc.  As  for  elec- 
tronics, the  absence  of  a  hot  new  gadget 
and  slow  growth  of  home-computer  sales 
could  continue  to  hurt  the  likes  of  Cii- 
cuit  City  Stores  Inc.  and  Tandy's  Com- 
puter City.  AH  in  all,  retailers  vriU  have 
to  work  hard  for  the  money  in  1997. 

By  Lori  Bongiomo  in  New  Yoi'k 


New  York-based  AnnTaylor  is  winning 
back  its  customers,  says  Janet  Joseph 
Kloppenburg,  a  retail  analyst  at 
Robertson,  Stephens  &  Co. 
AnnTaylor  was  hurt  by  an  attempt 
by  former  Chief  Executive 
Sally  Frame  Kasaks  to  expand 
too  quickly.  In  August, 
Kasaks  resigned  as  CEO  and 
was  replaced  by  President  J. 
Patrick  Spainhour,  the  former  CFO  of 
Donna  Karan  International.  In  1996, 
AnnTaylor  earned  about  $13  million, 
compared  with  an  $876,000  loss  in 
1995.  This  year,  Kloppenburg  expects 
profits  at  AnnTaylor  to  jump  62%,  to 
$21  million,  on  an  11%  sales  rise,  to 
$888  million.  Of  course,  that  depends 
on  whether  the  right  clothes  remain  in 
its  stores. 


A  STITCH  IN  TIME 


FOCUS 

ANNTAYLOR 
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1  itAL^  Ui  Uli  1  Al  lUiN  last  year's  smooth  ride 
for  airlines  and  railroads.  And  in  trucking,  two  years  of  bad 
road  will  soon  be  a  memory 


N 


9 


DATA:  DRI/McGRAW-HILL 


POSITIVES  >■  Healthy 
demand  and  slow  capacity 
growth  should  mean  strong 
profits  for  airlines 
>■  Relentless  cost-cutting 
will  help  railroad  margins 
►  With  less  capacity,  truck- 
ers should  get  modest  price 
hikes  to  stick 


NEGATIVES  >  High  fuel 
costs  may  persist,  pirwhing 
all  transportation  sectors 
>  Proposed  changes  in  the 
airline-ticket  tax  could  be 
costly  for  low-fare  carriers 
>-A  driver  shortage  and 
higher  wages  will  hurt 
some  trucking  companies 


For  airlines  and  raih'oads,  1997  is  a 
yeai-  of  deja  vu.  Merger  talks  and 
speculation  are  again  roiling  both 
industries,  while  healthy  demand 
and  cost-cutting  bode  well  for  profits. 
Tiuckers  look  to  leave  two  lackluster 
years  in  the  dust. 

Strong  tailwinds  are  pushing  the  air- 
line industry  forwai'd.  David  A.  Swieren- 
ga,  chief  economist  at  the  Air  Transport 
Assn.,  figui-es  traffic  on  U.S.  carriers 
win  grow  about  3.5%  tliis  year,  thanks  to 
a  healthy  economy.  That's  down  from 
last  yeai-'s  7%  gi-owth,  which  was  boost- 
ed by  the  eight-month  disappearance  of 
the  federal  ticket  tax.  But  the  slowdown 
in  growth  is  causing  little  concern, 
thanks  to  the  airlines'  cautious  expansion 
plans.  Swierenga  forecasts  capacity  ex- 
pansion of  about  3.5%.  Analyst  Susan 
M.  DonoMo  at  NatWest  Securities  Corp. 
predicts  the  10  major  U.  S.  airlines  will 
see  net  profits  of  $4.5  bilhon,  up  from  a 
record  $3.5  billion  in  1996. 
WILD  CARD.  That  rosy  profit  forecast 
assumes  the  aiiiines  won't  reignite 
merger  talks.  In  recent  months.  Conti- 
nental Ail-lines  and  Delta  Air  Lines  Inc. 
explored  a  possible  marriage,  although 
the  talks  went  nowhere.  Some  analysts 
believe  the  industry  is  ripe  for  consoli- 
dation. But  mergers  can  cost  money  in 
the  short  run  and  heap  more  debt  on 
weak  balance  sheets.  In  the  meantime, 
U.  S.  carriers  are  looking  abroad  for  al- 
hances.  American  Airiines  Inc.'s  pro- 
posed link  with  British  Airways  PLC 
awaits  the  outcome  of  U.  S.-British  tallts 
to  liberalize  a  restrictive  aviation  treaty. 

One  industry  wild  card  is  the  fate  of 
the  10%  ticket  tax,  which  was  sched- 
uled to  expire  again  at  the  end  of  1996. 
The  biggest  airlines  are  pushing  a  new 
tax  formula  that  would  boost  the  costs 


of  low-fare  caiTiers  such  as  Southwest 
Airlines  Co. 

In  the  railroad  business,  too,  mergers 
are  a  hot  topic.  In  the  East,  Norfolk 
Southern  Corp.  and  CSX  Corp.  are  bat- 
tling for  ConraH  Inc.  In  the  West,  man- 
agers at  Union  Pacific  Coi-p.  still  strug- 
gle to  digest  Southern  Pacific  Rail  Coi-p. 
Net  income  for  the  eight  largest  caniers 
will  grow  about  17%  this  yeai-,  to  $6.4 
bilhon,  on  a  sales  gain  of  3.5%,  to  near- 
ly $33  bilhon,  predicts  NatWest  Securi- 
ties analyst  Anthony  B.  Hatch.  "We  are 
in  a  rail  renaissance,"  Hatch  says. 

Even  the  trucking  industry  seems  to 


Following  the  crashes  of  ValuJet 
Airlines  and  Trans  World  Airlines  jets 
in  1996,  the  U.  S.  aviation  industry 
faces  tough  new  federal  regulations 
in  the  new  year  on  security  and  the 
transport  of  hazardous 
materials.  While  increasing 
safety,  the  measures  will 
make  air  travel  more  expen- 
sive and  less  convenient— 
hardly  a  formula  for  helping  airlines 
increase  passenger  miles  and  profits. 

The  first  regulatory  response  to  the 
air  disasters  came  on  Nov.  26,  when 
the  Federal  Aviation  Administration 
announced  tougher  rules  to  prevent 
terrorists  from  sneaking  bombs  onto 
planes.  That  was  one  theory  behind 
TWA's  crash,  but  now  investigators 
think  it  was  a  mechanical  problem. 


be  steering  into  better  times  after  last 
year's  higher  fuel  prices  and  harsh  win- 
ter weather.  Cost-cutting  and  stronger 
demand  should  help,  figui-es  Louis  J. 
Esposito,  vice-president  of  sales  at 
Roadway  Express  Inc.  Roadway  even 
plans  to  boost  rates  5.7%  in  January. 
StO,  a  driver  shox-tage  vriU  hurt  some 
companies.  To  stem  driver  turnover, 
J.  B.  Hunt  Transport  Services  Inc.  plans 
to  boost  pay  an  average  32%  starting  in 
Febmary.  In  tincking,  it  looks  like  the 
drivers  will  fare  best  of  all. 

By  Wendy  Zellner  in  Dallas,  ivith 
Joseph  Weber  in  Philadelphia 


This  month,  FAA  officials  and  a 
commission  headed  by  Vice-President 
Al  Gore  are  expected  to  recommend  a 
system  for  matching  bags  to  passen- 
gers. Other  rules  include  using  bomb- 
detecting  dogs,  screening 
out  hazardous  materials 
from  cargo  holds,  and  certi- 
fying security  companies. 
A  bag-matching  system 
alone  could  cause  big  delays  and  cost 
some  $2.6  billion  a  year,  according  to 
a  study  by  the  FAA.  Says  David  Fus- 
cus,  a  spokesman  for  the  Air  Trans- 
port Assn.,  which  represents  major 
carriers:  "It's  all  going  to  cost 
money."  But  safety  may  be  the  one 
thing  that  the  flying  public  is  more 
than  willing  to  pay  for. 

By  Christina  Del  Valle  in  Washington 


THE  HIGH  COST  OF  SAFETY 
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T^A AFl  As  Americans  eat  more  food  prepared  away 
r  \J\J\J  from  home,  restaurants,  fast-food  outlets,  and 
supermarkets  are  fighting  for  a  share  of  your  stomach 
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EMPLOYMENT 

MILLIONS  OF 
WORKERS 


PRODUCTIVITY 

THOUSANDS  OF 
'9G  DOLURS 
PER  EMPLOYEE 


DATA;DRI/McGRAW-HILL 


POSITIVES  ►  Consumers 
are  buying  more  ready-to- 
eat  meals  instead  of  doing 
their  own  cooking 

►  Diners  may  step  up  to 
better  fare  and  innovative 
restaurant  concepts 

►  Food  manufacturers  see 
profits  in  food  service 


NEGATIVES  ^Purveyors 

have  added  outlets  at  a 
faster  rate  than  sales 
growth  can  sustain 
>■  Food-service  sales 
growth  is  slowing 
►  Consumers  may  resist 
higher  prices  in  spite  of 
beefed-up  marketing 


It's  10:30  a.m.  on  Chicago's  North 
Side,  and  the  food  com-t  at  a  Do- 
minick's  Finer  Foods  supermarket 
is  swaiTning  with  teens.  On  lunch 
break  fi-om  school,  they  pack  the  store's 
styhsh  coffee  bar  and  dig  into  pizza, 
bimitos,  and  kung-pao  chicken  at  ta- 
bles next  to  the  produce  aisle.  "I  go 
out  to  eat  a  lot,"  says  Elsie  Soto,  an 
18-yeai-old  college  student,  clutching  a 
white  cai^ton  of  stir-fiied  veggies. 

Corporate  America  has  its  eye  on 
trendsetters  like  Soto.  As  Americans 
eat  more  food  prepared  away  fi-om 
home,  more  playei-s  are  going  after  their 
business.  Supei-market  chains  are  cut- 
ting back  gi-ocery  offerings  to  make 
room  for  take-out  meals.  Food  manu- 
facturers are  stepping  up  their  food- 
service  business.  And  restaurant  chains 
are  spending  billions  on  expansion. 
PITCHED  BATTLE.  But  the  expansion 
comes  amid  a  slowdown  in  the  growth  of 
food-sei-vice  revenues.  The  business  in- 
cludes restaurants,  cafeterias,  and  su- 
permarket delis.  Inflation-adjusted  rev- 
enues will  rise  1.4%  in  1997,  down  from 
a  1.7%  gain  in  '96,  says  the  National 
Restaurant  Assn.  Meanwhile,  the  num- 
ber of  chain  food-service  outlets  will  ex- 
pand by  4.-5%,  predicts  Technomic  Inc.,  a 
restaurant  consulting  group.  So  a  pitched 
battle  for  maj'ket  share  looms.  "It's  going 
to  be  ugly,"  predicts  Damon  Brundage, 
analyst  at  Nat  West  Securities  Coi-p. 

Nowhere  is  the  drive  for  market 
share  more  pronounced  than  at  McDon- 
ald's Corp.  The  No.  1  burger  chain 
opened  2,000  U.S.  outlets  in  '9-5  and 
'96.  But  in  the  past  year,  McDonald's 
has  seen  comparable-store  sales  drop 
some  3%,  partly  because  new  stores  are 
cannibalizing  old  ones.  Jack  Greenberg, 
who  took  over  McDonald's  12,200-unit 
U.S.  operation  in  October,  pledges  to 
build  at  least  800  more  in  '97.  But 


Bi-undage  predicts  McDonald's  will  ease 
off  soon:  "They  need  to  slow  down." 

The  same  goes  for  casual-dining  chains. 
In  the  last  half  of  '96,  investors  stai-ted 
bailing  out  of  Darden  Restaurants,  Lone 
Star  Steakhouse  &  Saloon,  and  other  key 
stocks  as  competition  heated  up.  Inde- 
pendent operators  and  small  chains  wiU 
suffer  most  in  1997.  But  even  big  chains 
can't  be  sure  they'll  outlast  rivals. 

This  year  should  answer  questions 
about  whether  consumers  will  pay  more 
for  higher-quality  offerings.  McDonald's 
Deluxe  sandwich  line  is  putting  that 


idea  to  the  test,  with  no  conclusive  re- 
sults yet.  Foodmakers  will  keep  experi- 
menting: Sara  Lee  Corp.  is  running  cof- 
fee bars  in  Europe  and  take-out  joints 
in  U.S.  grocery  stores.  Supermai-kets 
will  continue  competing  against  ware- 
house clubs  and  take-out  chains. 

Ultimately,  customers  such  as  Soto 
will  determine  the  winners.  The  key  to 
success  could  be  surprisingly  simple: 
"It's  good  food,"  Soto  says  of  her  $2.99 
meal.  Thriving  in  a  tough  envii'onment 
will  mean  dishing  out  plenty  of  that. 

By  Q)'eg  Bums  in  Chicago 


'SOME  ARE  GOING  TO  CRASH' 


Herman  Cain, 
president  of  the 
National  Restaurant 
Assn.  and  former 
CEO  of  Godfatlier's 
Pizza  Inc.,  spoke 
recently  about  tlie 
1997  outlooi<. 
Q:  How  will  Capitol 
Hill  affect  your  busi- 
ness in  '97? 
A:  Tlie  way  Congress  is  micromanaging 
big  broad  issues  is  very  scary.  Tliey're 
talking  about  expanding  family  leave. 
The  way  Congress  is  going  about 
health  care  is  piecemeal. 
We've  been  blindsided  so 
many  times.we  get  a  little 
paranoid. 
Q:  V^hat  about  runaway  expansion  in 
the  number  of  outlets? 
A:  There  is  overbuilding.  Because  the 


HERMAN 


public  companies  are 
driven  by  a  growth 
objective,  some  of 
them  are  taking 
some  chances.  Some 
of  them  are  going  to 
crash. 

Q:  Who  wins? 
A:  The  new  players 
are  at  a  bigger  dis- 
advantage. They  are 
running  a  substantial  risk.  The  slow 
growth  simply  means  there  will  be 
that  much  more  of  a  shakeout. 
Q:  What  do  customers  want? 

A:  They  want  convenience, 
quality,  and  good  value  for 
their  money.  They  will  pay 
more.  But  you  can't  raise 
prices  without  losing  business 
unless  you  do  more  aggressive 
marketing. 


A 

CAIN 
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BUSINESS  SERVICES  menu  of  services 

around  the  world  will  be  a  potent  weapon  as  service 
companies  compete  for  talent,  especially  affordable  talent 

GNOSIS  1997 


OUTPUT 

BILLIONS  OF 
'96  DOLLARS 


DATA:  DRI/McGRAW-HILL 


POSITIVES  *■  Tight  labor 
markets  will  lift  demand 
for  temporary  help,  while 
restructuring  will  help 
lawyers  and  accountants 
>-Large  international 
providers  of  business  ser- 
vices should  win  lots  of 
"outsourcing"  deals 


NEGATIVES  ►  With 
clients  winnounng  suppli- 
ers of  business  services, 
price  competition  between 
suppliers  is  heating  up 
>■  Finding  highly  trained 
talent  at  the  right  price  is 
a  growing  challenge  as 
markets  tighten 


Advertising  executive  Bruce  Mason 
likes  what  he  hears  from  global 
companies  like  IBM  and  Mattel  Inc. 
They're  spending  more  of  their 
advertising  bucks  on  worldvwde  mes- 
sages and  using  fewer  agencies.  That 
favoi-s  his  far-flung  company,  True  North 
Communications  Inc.,  parent  of  adver- 
tising agency  Foote,  Cone  &  Balding. 
"Our  destiny  is  tied  to  the  success  of 
global  companies,"  says  Mason,  True 
North's  chairman  and  CEO.  IWo-thirds  of 
True  North's  revenue  and  earnings  come 
from  20  international  clients.  For  ad 
agencies  with  global  reach,  he  predicts, 
revenue  growth  in  1997  could  hit  nearly 
15%,  double  the  industry  average. 

Much  the  same  is  true  across  the 
sprawUng  business-service  industry, 
which  includes  legal  services,  accounting, 
advertising,  personnel  supply,  engineer- 
ing, architecture,  research,  and  consult- 
ing. Companies  offeiing  a  broad  menu  of 
services  around  the  world  should  do 
best.  Overall,  the  industry's  revenue 
should  grow  about  7.3%,  to  $882  billion, 
according  to  DRi/McGraw-Hill. 
FRENETIC  MARKETS.  To  hold  on  to  or 
expand  business,  service  companies  wall 
have  to  add  sizzle  and  scope— and  not 
expect  to  raise  prices.  At  Big  Six  ac- 
counting firm  Ernst  &  Young,  Vice- 
Chairman  John  F.  Ferraro  says  his 
cUents  want  everything  from  an  assess- 
ment of  risk  to  advice  on  mergers.  Law 
firms  are  competing  fiercely  for  busi- 
ness ranging  from  initial  pubUc  offer- 
ings to  litigation,  and  their  fees  may  be 
fixed  or  capped. 

Lawyers  are  benefiting  both  from 
merger  activity  around  the  world  and 
frenetic  financial  markets  in  the  U.S. 
"If  the  markets  continue  strong  in  1997, 
there's  a  vei-y  good  chance  large  law 


firms  vnU  continue  to  do  well,"  says 
Duane  C.  Quaini,  incoming  chairman  of 
462-lawyer  Chicago  firm  of  Sonnenschein 
Nath  &  Rosenthal.  Consultants,  too,  will 
benefit  from  rapid  change.  CEO  Fred  G. 
Steingraber  of  A.  T.  Kearney  Inc.  fig- 
ures his  $850  million  company  will  hit  $1 
billion  in  revenues  in  1997. 

Temporary-help  companies  are  be- 
coming virtual  human  resource  agen- 
cies, vnth  multiyear  contracts  to  place 
employees  from  the  factory  floor  to  the 
executive  suite.  Growth  in  1997  should 
again  reach  8%  to  10%.  The  industry- 
will  continue  to  shift  to  higher-qualified, 


higher-paid  placements.  At  Manpower 
Inc.,  grovrth  in  demand  for  technology 
workers,  at  more  than  $50  an  houi",  is 
running  three  times  the  growth  in  de- 
mand for  factory  employees. 

A  big  challenge  for  business-service 
companies  in  1997  will  be  finding  af- 
fordable talent.  For  example,  wages  for 
new  lawyers  in  big-city  fii-ms  ai-e  rising 
again.  "Competition  for  people  is 
tougher  than  competition  for  clients," 
says  Steingi-aber  of  Kearney.  Then 
again,  hiring  people  is  a  better  prob- 
lem to  wrestle  with  than  firing  them. 
By  Richard  A.  Melcher  in  Chicago 


OPENING  A  WINDOW  TO  WORK 


Welfare  reform  presents  an  intrigu 
ing  opportunity  for  temporary-help 
agencies.  Within  five  years,  the  feder 
a!  government  wants  half  the  adults 
on  welfare — now  totaling  about  4.6 
million  people — to  be  work- 
ing. Some  big  temporary 
agencies,  mixing  social  and 
business  missions,  plan  to 
help  them  find  jobs. 

Industry  leader  Manpower  Inc.  eval- 
uated about  100  welfare  recipients  in 
its  hometown  of  Milwaukee  before 
sending  them  back  to  the  welfare 
agency  for  placement.  "We've  learned 
quite  a  bit"  from  the  experience,  says 
Chairman  and  Chief  Executive  Mitchell 
S.  Fromstein.  Namely,  that  moving  peo- 
ple off  welfare  is  likely  to  require  as 
much  social  work  as  job  training.  But 


TREND 

HIRING  WELFARE 
RECIPIENTS 


Fromstein  says  that  the  effort  is  worth- 
while. Agrees  Frank  N.  Liguori,  Chair- 
man and  CEO  of  rival  Olsten  Corp.: 
"The  staffing  industry  will  be  instru- 
mental in  welfare  reform  because  of 
the  kinds  of  assignments  we 
have  and  our  ability  to  train." 

Applying  standard  skill- 
assessment  tests,  Manpower 
turned  up  talents — for  tasks 
such  as  assembly-line  inspection — 
that  many  of  the  welfare  recipients 
didn't  realize  they  had.  Although  nei- 
ther Manpower  nor  Olsten  plans  to 
take  on  huge  welfare  contracts,  they 
may  add  training  in  such  "soft  skills" 
as  how  to  get  to  a  job  on  time  and 
work  with  colleagues.  Temp  agencies 
may  help  answer  the  rising  complaint 
that  good  help  is  hard  to  find. 
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FINANCE 

Banking  Securities 

Don't  expect  the  earnings  growth  I  ji  )  After  years  of  hot  growth,  the 

of  '96,  but  the  pace  of  mergers  and  /  /    industry  may  be  running  out 

acquisitions  should  pick  up,  help-  II     of  steam.  But  bright  spots 

ing  to  reduce  costs  remain-particularly  overseas 
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■p  A  VTTTTVrp  If  the  economy  holds  up,  it'll  be  smooth 
DixLM  J\11M  vJ  enough  sailing.  But  don't  expect  the 
earnings  growth  of  '96-profits  won't  be  so  easy  to  come  by 


N 


DATA:  DRI/McGRAW-HILL 


POSITIVES  ►77ie  pace 
of  banking  mergers  should 
pick  up,  helping  banks  that 
execute  well  to  reduce  their 
costs 

►  Regulators  will  allow 
commercial  banks  to  be 
more  active  in  investment 
banking  and  insurance 


NEGATIVES  >■  Revenue 
growth  will  be  tough  to 
come  by  for  many  banks, 
especially  with  Die  rate  of 
loan  growth  slounng 
>■  Rising  loan-loss  provi- 
sions will  eat  into  profits 
►  Technology  costs  keep 
rising 


Judging  by  theii-  1996  performance, 
U.S.  banks  have  never  been 
healtMer.  Flush  with  capital,  they 
ai-e  busily  buying  back  theii-  ovra 
shai-es.  Loan  problems  seem  manage- 
able. More  efficient  operations  have  cut 
the  cost  of  providing  semces.  Low  in- 
terest rates  ai-e  spuning  healthy  loan 
demand,  while  lucrative  new  sources  of 
fee  income  ai-e  boosting  the  bottom  line. 

All  this  bodes  well  for  earnings  in 
1997,  especially  if,  as  expected,  the  U.  S. 
economy  keeps  growing  moderately  and 
interest  rates  stay  low.  "Bank  profits 
have  been  consistently  rising.  I  do  not 
see  anything  standing  in  the  way  of 
that,"  says  Haiiy  V.  Keefe  Jr.,  chief  ex- 
ecutive of  Keefe  Managere,  an  investor  in 
financial  institutions. 

Just  don't  be  surprised  if  profit  growth 
slows  dovwi.  Tlie  main  reason:  revenue 
growth  of  6%  to  7%  in  1997,  vs.  1996's 
heady  14%  to  15%,  says  PaineWebber 
Inc.  analyst  Lawrence  W.  Cohn.  In  1997, 
he  sees  loan  gi'owth  of  5%  to  6%,  dovm 
fi-om  1996's  robust  8%  to  9%  level.  More- 
over, banks'  fierce  fight  to  make  loans 
is  squeezing  mai-gins.  And  batthng  for 
fees  fi'om  such  areas  as  mergers-and-ac- 
quisitions  advice  and  credit  cai-ds  will 
be  more  cutthroat. 

DOING  DEALS.  With  profit  growth  slow- 
ing, banks  will  woo  investors  thi'ough 
share  buybacks.  Rising  profits  since  1991 
have  spawned  excess  capital.  In  1996, 
banks  spent  some  .$20  billion  on  share 
repurchases,  and  that  .should  rise  to  neai- 
ly  $-30  billion  in  1997,  says  UBS  Secui-ities 
Inc.  Managing  Director  Geraixl  L.  Smith. 

Some  of  the  money  for  buybaclts  could 
come  from  securities  undeiwiting  and 
insurance,  two  areas  in  which  btinlcs  are 
making  inroads.  Regulators— and  per- 
haps even  Congi-ess — ai-e  likely  to  speed 
this  process  by  easing  restrictive  niles, 
such  as  the  Glass-Steagall  Act,  the  1933 


law  separating  investment  and  commer- 
cial banking.  Already,  fee  income  is  im- 
portant at  some  banks.  For  instance,  ad- 
vising on  deals  should  be  hot  again  in 
1997.  "All  the  factors  are  in  place  to 
have  continued  strong  levels  of  merg- 
ers-and-acqmsition  activity,"  says  Tliomas 
B.  Ketchum,  head  of  investment  banking 
in  the  Americas  for  J.  P.  Morgan  &  Co. 

Many  banks  will  also  spend  more  on 
technology  to  develop  the  ATM,  phone, 
and  computer-banking  expertise  they'll 
need  to  provide  low-cost  banking  ser- 
vices in  the  futiu-e.  The  entire  industry 
wUl  keep  a  tight  rein  on  expenses. 

Banks  wfll  have  to  keep  a  fiiTn  grip  on 
credit  quality,  too.  Record  pereonal  bank- 


raptcies  in  1996  caused  losses  for  credit- 
card  lenders,  but  these  are  expected  to 
stabilize  in  1997,  as  many  issuers  have 
cut  back  solicitations  and  tightened  stan- 
dards. Commercial  loan  quahty  remains 
sound.  "Credit  quality  is  not  really  going 
to  present  a  problem  for  the  industry," 
says  Richai-d  A.  Zona,  chief  financial  of- 
ficer at  First  Bank  System  Inc.  Resei-ves 
are  liigh,  and  lai'ger  loan-loss  provisions 
in  1997  should  lift  them  higher. 

Of  eoui'se,  the  economy  could  falter — 
killing  loan  demand  and  ravaging  credit 
quaUty.  But  bailing  that,  careful  and  in- 
dustrious bankei"s  can  look  foi-ward  to 
another  good  yeai\ 

By  Alison  Rea  in  New  York 


TAKE  MY  BANK-PLEASE 


It's  the  question  of  the  year  in  corner 
offices:  Is  this  the  time  to  sell  the 
bank?  Stock  prices  are  at  record  levels. 
Earnings  are  stellar.  Capital's  aplenty 
and  loan  trouble  scarce.  Could  there  be 
a  better  time  to  sell — espe- 
cially if  future  revenue  TREND 

growth  looks  weak  and  the   

expense  of  required  technolo-     BANK  MERGERS 
gy  investments  looms  large? 
With  that  in  mind,  many  U.S.  bank 
CEOs  will  sell  this  year.  "We  definitely 
expect  to  see  a  pickup  in  merger  and 
acquisition  activity  in  1997,"  says 
David  S.  Berry,  research  director  at 
Keefe,  Bruyette  &  Woods. 

Prospects  for  revenue  growth  will 
be  key.  "If  you  can't  grow  the  revenue 
line,  then  selling  out  is  a  viable  alter- 
native," says  C.  Dowd  RItter,  chair- 


man and  CEO  of  AmSouth  Bancorp. 
He  says  his  own  bank  can  stay  inde- 
pendent as  long  as  its  shareholders 
and  customers  are  satisfied. 
There  is  no  lack  of  buyers,  especially 
since  the  market  has  favored 
big  banks  that  would  be  the 
most  likely  acquirers.  "Banks 
with  larger  capitalizations 
have  outperformed  smaller 
banks  by  two-to-one  in  1996,"  says 
Diane  Glossman,  analyst  at  Salomon 
Brothers  Inc.  Indeed,  says  Berry,  "Mak- 
ing the  numbers  work  is  easier  than  it 
has  been  in  quite  a  while." 

Action  will  focus  on  midsize  insti- 
tutions, especially  Midwestern  banks 
and  California  thrifts,  Berry  says.  But 
any  bank  that  sees  revenue  trouble 
ahead  may  decide  to  go  on  the  block. 
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Click  a  button,  get  the  global  weather.  Click 
another  button  to  do  currency  conversions. 


Click  again:  Language  translations  or  information  on 
our  worldwide  airport  lounges.  You'll  even  find  health 
I  ^\  tips  for  stressed-out  executives.  The  new 
Diners  Club  website.  It's  everything  you  need  to 
get  your  next  trip  headed  in  the  right  direction. 
http://iuiuiii.  dinersclub.com 
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Hoechst  is  a  world  leaden 
and  chemicals.  But  how  q 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  andchemicl 
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n  pharmaceuticals 
earth  is  it  pronounced? 


You  probably  come  across  us 
every  day,  perhaps  without  even 
knowing  it. 

Maybe  in  our  medicines  that 
help  doctors  keep  you  healthy  or 
treat  serious  illnesses. 

Or  in  the  food  on  your  table, 
grown  with  the  help  of  our  agri- 
cultural products. 

Or  maybe  in  your  home  or 
car  where  our  advanced  materials 
such  as  fibres,  plastics  and  paints 
make  your  life  easier,  safer  and 
brighter. 

But  with  our  name  some  people 
still  get  a  little  tongue-tied! 

It's  actually  very  easy. 

We're  called  Hoechst,  pro- 
nounced "Herkst". 

You  can  say  that  again! 

For  more  information  about 
our  activities  please  contact 

Hoechst 
D-65926  Frankfurt  am  Main 

Internet: 
http://www.hoechst.com/ 


ith  a  staff  of  160,000  people  worldwide,  annual  sales  total  $36  billion. 


Hoechst 
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SECURITIES 


Profits  won't  meet  last  year's  lavish 
levels,  and  brokerages  are  antsy 
about  a  possible  market  correction.  One  gambit:  Go  overseas 


N 


9 


EXCLUDING  CREDIT  AGENCIES 
EMPLOYMENT 

MILLIONS  OF 


PRODUCTIVITY 

THOUSANDS  OF 
'96  DCLURS 
PER  EMPLOYEE^ 


DATA:  DRI/McGRAW-HILL 


POSITIVES  ►iow  inter- 
est rates  will  continue  to 
fuel  the  sale  of  equity 
mutual  funds 

►  The  mergers  and  acqui- 
sitions business  will 
remain  strong 

►  Growth  outside  the  U.S. 
will  be  strong 


NEGATIVES  >  After  five 
years  of  rapid  growth,  the 
securities  industry  may  be 
running  out  of  steam 
>■  Investment  banking  as 
well  as  equity  sales  and 
trading  are  plagued  by 
overcapacity,  which  hurts 
profit  margins 


If  small  investoi"s  approach  the  stock 
mai-ket  these  days  with  an  odd  mix- 
tiu-e  of  elation  and  fear,  Wall  Street 
denizens  are  feeling  mostly  euphoria. 
The  mai-ket's  rapid  rise  generated  gen- 
erous fees  and  commissions.  That  plus 
record  levels  of  mex-gers  and  acquisi- 
tions and  initial  public  offerings  helped 
pretax  profits  reach  an  estimated  $11.5 
billion,  the  highest  ever.  "This  is  heav- 
en," says  Salomon  Brothers  Inc.  ana- 
lyst Thomas  Facciola.  "It  doesn't  get 
any  better." 

That  sort  of  triple  witching  year  is 
unlikely  to  repeat,  though.  Assuming 
that  rates  stay  low  or  even  nudge  down 
slightly,  BUSINESS  WEEK  estimates  that 
pretax  profits  will  slip  to  $6  billion  to  $8 
billion,  as  stock  issuance  and  the  market 
slow  down.  Before  1996,  the  industry's 
best  year  was  $8.6  billion  in  1993. 
BIG  DIVE?  Of  course,  the  picture  could 
change  if  stocks  take  a  big  dive.  "This  is 
a  bull  market  that  is  unprecedented  in 
tenns  of  its  length  and  the  amount  of 
its  upward  movement.  In  1997,  there 
could  be  a  correction  of  as  much  as 
15%,"  says  Herbert  M.  Allison  Jr.,  the 
Yale  philosophy  graduate  who  becomes 
president  of  Merrill  Lynch  &  Co.  this 
year.  Merrill  has  contingency  plans  in 
case  the  market  reverses.  And  some 
analysts  are  even  more  downbeat  about 
1997  (box). 

Record  profitability  has  translated 
into  record  prices  for  many  brokerage 
stocks.  The  Financial  Service  Analytics 
Index  of  29  brokerage  stocks  was  up 
45%  through  Dec.  20,  1996,  on  top  of  a 
37%  gain  in  1995.  And  a  number  of  bro- 
kerages are  trading  at  or  over  two 
times  book  value,  despite  a  historical 
trading  range  that  is  closer  to  book  val- 
ue. Indeed,  the  rule  of  thumb  for  the  in- 
dustry is  to  buy  at  book  value  and  sell 
at  two  times. 


That  rule  of  thumb  may  be  outdated. 
One  reason  brokerage  stocks  have 
soai-ed  is  takeover  talk.  This  could  be 
the  year  that  Wall  Street  starts  to  be 
gobbled  up  by  commercial  banks.  True, 
there  has  been  talk  of  consolidation  for 
ten  yeai's.  But  late  in  1996,  the  Federal 
Reserve  loosened  the  historic  limita- 
tions on  banks  underwriting  secui-ities, 
which  could  spm*  banks'  acquisitions  of 
brokers.  This  would  unsettle  brokerage 
executives,  but  their  firms  may  get  theii- 
own  perks  fi'om  Washington.  A  capital- 
gains  tax  cut  may  be  in  the  works  if 
Congress  agi'ees  on  a  balanced  budget 
plan.  And  down  the  road  Social  Secui-i- 
ty  may  be  partially  privatized. 


If  things  become  a  little  tenuous  at 
home,  executives  can  go  looking  for 
prospects  overseas.  Merrill  Lynch  is 
snapping  up  brokerage  firms  from  Aus- 
tralia to  Spain.  Other  firms  are  estab- 
lishing joint  ventures  abroad  in  hopes  of 
gaining  a  local  foothold.  Ah-eady,  rough- 
ly half  of  Morgan  Stanley  &  Co.'s  rev- 
enues come  from  outside  the  U.S.  At 
the  moment,  many  traders  and  bankers 
are  delighting  in  their  eye-popping 
bonuses,  which  are  expected  to  run 
about  30%  to  50%  higher  than  the  year 
before.  But  1997  looks  like  a  good  yeai- 
to  tuck  away  a  little  of  that  windfall — 
just  in  case. 

By  Leah  Nathans  Spiro  in  New  York 


'THE  BEST  OF  TIMES  ARE  BEHIND  US' 


Not  everyone  believes  1997  will  be 
another  banner  year.  Sallie  L.  Kraw- 
check,  a  securities  industry  analyst 
with  Sanford  C.  Bernstein  &  Co.,  is 
extremely  downbeat. 
Q:  How  is  the  industry 
doing? 

A:  Things  appear  to  have 
been  really  fantastic  for  15 
years.  People  on  Wall  Street 
are  making  a  ton  of  money.  But  there 
has  been  a  precipitous  decline  in 
returns  on  equity  and  profit  margins 
for  the  large  investment  banks, 
despite  excellent  operating 
conditions. 
Q:  Why? 

A:  Margins  have  collapsed  due  to  the 
commoditization  of  traditional  busi- 
nesses and  new  competitors.  There  is 


MA 

SALLIE  KRAWCHECK 


serious  overcapacity.  To  offset  this, 
firms  have  taken  more  risks,  but  the 
greater  risks  haven't  boosted  returns. 
What  has  really  been  driving  the 
industry's  growth  since  the  1980s  has 
been  a  favorable  interest 
rate  environment. 
Q:  So  what  is  your  outlool<  for 
1997? 

A:  The  best  of  times  are 
behind  us.  I  expect  the  industry  to 
return  to  normal,  or  a  pretax  earnings 
growth  rate  of  5%  and  a  return  on 
equity  of  10%  [vs.  11%  and  15%, 
respectively,  for  1991  to  1996].  I 
think  earnings  will  be  down  about 
40%  in  1997.  If  interest  rates  go  up 
or  stay  the  same,  it  could  be  worse. 
Earnings  declines  could  drive  prices 
for  brokers  down  50%  to  60%. 
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THERE  ARE 
IIDMILUDN  KILLERS  AT  LARGE 
IN  THE  WORLD. 

THEY  OFTEN  LIE  IN  WAIT 
FOR  YEARS. 

THEY  AT1ACK  HAINLY  CIVILIANS. 

THEY  KILL  OR  MAIH 
AT  ANY  TIME. 

THEY  PICK  ON  HEN, 
WOMEN  AND  CHILDREN  ALIKE 

THEY'RE  CALLED  LANDMINES. 

HELP  US  GET  RID  OF  THEM. 


INTEHN/VTIONAL  COMMITTEE  OF  THE  RED  CFIOSS  (ICRC) 

LANDMINES  MUST  BE  STOPPED 


BusinessWeek  Index 


PRODUCTION  INDEX 


Change  from  la&t  week;  0.4% 
Change  from  last  year;  4.3% 
lao  

PRODUCnON  INDEX 

Dec.  21  =  134.7 


120  J  ■  ■  ■  •   .  •  .  .  .  .  ■  

Dec.  Apr.  Aug.  Dec. 

1995  1996  1996  1995 

The  index  is  a  4-week  moving  average 

The  production  index  increased  modestly  during  the  weeks  ended  Dec.  14  and 
Dec.  21.  Before  calculation  of  the  four-week  moving  average,  the  index  rose 
to  135.4  in  the  week  of  Dec.  14  and  136.7  in  the  week  of  Dec.  21.  For  the 
latest  week,  seasonally  adjusted  auto  and  truck  production  fell,  but  electric 
power  output  and  rail-freight  traffic  increased. 

The  leading  index  will  be  unavailable  for  an  indefinite  period  of  time. 

3V;  production  inaex  copyngfit  1997  by  The  McGraw-Hill  Companies 


LEADING  INDICATORS 


STOCK  PRICES  (12/27)  S&P  500 

LATEST 
WEEK 

756.79 

WEEK 
AGO 

748.87 

YEARLY 
%CHG 

23.1 

CORPORATE  BOND  YIELD,  Aaa  (12/27) 

7.23% 

7.28% 

6.6 

INDUSTRIAL  MATERIALS  PRICES  (12/27) 

107.1 

107.1 

-3.9 

BUSINESS  FAILURES  (12/20) 

NA 

NA 

NA 

REAL  ESTATE  LOANS  (12/18)  billions 

NA 

NA 

NA 

MONEY  SUPPLY,  M2  (12/16)  billions 

$3,822.6  $3,820.3 

4.4 

INITIAL  CLAIMS,  UNEMPLOYMENT  (12/21)  thous.  335 

350 

-10.4 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index;  1990=100),  Dun 
a  Bradstreet  (failures  of  large  companies).  Federal  Reserve,  Labor  Dept. 

INTEREST  RATES 

FEDERAL  FUNDS  (12/27) 

UTEST 
WEEK 

4.77% 

WEEK 
AGO 

5.25% 

YEAR 
AGO 

5.35% 

COMMERCIAL  PAPER  (12/30)  3-montfi 

5.65 

5.60 

5.50 

CERTIFICATES  OF  DEPOSIT  (12/30)  3-montfi 

5.51 

5,44 

5.44 

FIXED  MORTGAGE  (12/27)  30-year 

7.85 

7.92 

7.40 

ADJUSTABLE  MORTGAGE  (12/27)  one-year 

5.73 

5.73 

5.63 

PRIME  (12/30) 

8.25 

8.25 

8.50 

Sources:   Federal  Reserve.  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (12/28)  thous.  of  metric  tons 

UTEST 
WEEK 

1,813 

WEEK 
AGO 

1,8180 

YEARLY 
%  CHG 

10.2 

AUTOS  (12/28)  units 

0 

125,842(1 

NM 

TRUCKS  (12/28)  units 

0 

132,499)f 

Nl^ 

ELECTRIC  POWER  (12/28)  millions  of  kilowatt-hrs.  NA 

66,837# 

NA 

CRUDE-OIL  REFINING  (12/28)  thous.  of  bbl./day 

NA 

14,2100 

NA 

COAL  (12/21)  thous.  of  metric  tons 

19,268(f 

19,903 

7.1 

LUMBER  (12/21)  millions  of  meters 

141.6« 

145.7 

9.8 

RAIL  FREIGHT  (12/21)  billions  of  ton-kilometers 

37.5« 

39.4 

4.9 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPA',  SFPA^,  Association  of 
American  Railroads 

PRICES 

GOLD  (12/30)  $/troy  oz. 

UTEST 
WEEK 

369.250 

WEEK 
AGO 

368.900 

YEARLY 
%  CHG 

-5.3 

STEEL  SCRAP  (12/27)  #1  heavy,  $/ton 

116.50 

116.50 

-13.7 

COPPER  (12/27)  e/lb. 

102.0 

104.6 

-21.9 

ALUMINUM  (12/27)  e/lb. 

72.5 

72.5 

-9.1 

COTTON  (12/28)  strict  low  middling  1-1/16  in.,  ?/lb.  72.32 

72.17 

-9.0 

OIL  (12/30)  $/bbl. 

25.19 

27.95 

27.2 

CRB  FOODSTUFFS  (12/27)  1967=100 

233.22 

232.46 

-1.1 

CRB  RAW  INDUSTRIALS  (12/27)  1967=100 

335.32 

333.49 

1.1 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Mefa/s 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE              .  .  ' 

JAPANESE  YEN  (12/30) 

UTEST 
WEEK 

115.85 

WEEK 
AGO 

114.48 

YEAR 
AGO 

105.05 

GERMAN  MARK  (12/30) 

1.56 

1.56 

1.45 

BRITISH  POUND  (12/30) 

1.69 

1.67 

1.55 

FRENCH  FRANC  (12/30) 

5.25 

5.25 

4.95 

ITALIAN  LIRA  (12/30) 

1531.5 

1528.5 

1579.6 

CANADIAN  DOLLAR  (12/30) 

1.37 

1.37 

1.36 

MEXICAN  PESO  (12/30)3 

7.853 

7.836 

7.580 

TRADE-WEIGHTED  DOLLAR  INDEX  (12/30) 

99.7 

99.3 

97.9 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


#Raw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  Index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
equipment.   l=V/estern  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Nol  available      r=revi5ed       NM=NQt  meaningful 


THE  WHEK  AHEAD 


FACTORY  INVENTORiES 

Tuesday,  Jan.  7,  i(3  a.m.esr  ►  Manufactur- 
ers probably  increased  their  inventories  by 
about  0.5%  in  November,  bigger  than  the 
0.3%  gain  added  in  October.  Factory  out- 
put jumped  in  November,  and  some  of 
those  goods  were  added  to  stockpiles.  Fac- 
tory orders  probably  fell  slightly,  after  rising 
0.9%  in  October. 

INSTALLMENT  CREDIT 

Wednesday,  Jan.  8,  3  p.m. est  ►  Consumers 
probably  borrowed  $3.3  billion  more  than 
they  paid  off  in  November,  says  the  median 
forecast  of  economists  surveyed  by  ivims 
International,  one  of  The  McGraw-Hill  Com- 
panies. Sales  of  motor  vehicles  rose  mod- 


estly in  November,  and  other  retail  buying 
increased.  In  October,  installment  credit 
grew  by  just  $2.3  billion.  Concerns  about 
the  high  levels  of  household  debt  have 
raised  questions  about  consumer  spending 
in  the  first  half  of  1997.  However,  the 
delinquency  rate  on  credit  cards  fell  in  the 
third  quarter  of  1996,  the  first  decline  in 
two  years.  That's  a  sign  that  debt  levels  are 
still  manageable, 

PRODUCER  PRICE  INDEX 

Thursday,  Jan.  9,  8:30  a.m. est  ►  The  mms 
survey  expects  that  producer  prices  of  fin- 
ished goods  rose  0.2%  in  December,  after 
rising  energy  prices  led  the  0.4%  jump  in 
November.  Excluding  food  and  energy, 


prices  also  likely  increased  0.2%,  after  a 
0.1%  rise  in  November.  Yearly  price 
increases  at  the  wholesale  level  are  starting 
to  keep  pace  with  consumer  inflation,  but  at 
about  3%,  both  inflation  rates  are  modest. 

EMPLOYMENT 

Friday,  Jan.  10,  8:30  a.m. est  ►  The  mms 
median  forecast  calls  for  a  155,000  gain  in 
nonfarm  payrolls  in  December.  That's  high- 
er than  the  118,000  jobs  added  in  Novem- 
ber. Retail  jobs  likely  led  the  gains  in  the 
private  sector.  And  after  two  monthly 
declines,  government  jobs  probably 
bounced  back.  The  unemployment  rate  like- 
ly edged  back  down  to  5.3%  in  December, 
after  rising  to  5.4%  in  November. 
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Editorials 


JAPAN:  AUSTERITY  MAY  HOBBLE  REFORM 


It's  beginning  to  look  as  though  Prime  iVEinister  Ryutaro 
Hashimoto  is  serious  about  refoi-ming  Japan's  financial 
system.  Over  the  past  couple  of  months,  he  has  an- 
noimced  several  measures  to  open  up  the  banking,  brokerage, 
and  insui-ance  industries  to  foreign  competition.  However,  it 
has  taken  a  while  for  the  message  to  sink  in.  Now,  the  stocks 
of  numerous  companies  in  Japan's  heretofore  protected  fi- 
nancial mai'kets  are  nose-diving,  pulling  the  Nikkei  down 
yet  again  (page  16).  Significantly,  though,  a  group  of  highly 
competitive  multinational  companies,  including  Toyota,  Honda, 
and  Sony,  have  held  up  dm-ing  the  mai'ket  sell-off. 

The  domestically  oriented  stocks  are  all  the  more  likely  to 
be  unloaded  for  another  reason:  Japan's  continued  policy  of  fis- 


cal austerity  is  likely  to  hit  them  a  good  deal  harder  than  it 
will  theii-  multinational  competitors,  who  can  always  spread 
their  risks  across  the  globe.  The  Japanese  economy  is  still 
weak,  and  fiscal  austerity  at  this  time  is  certain  to  stall  re- 
covery. However,  the  ambitious  restructuring  in  the  financial 
industry  now  promises  to  take  place  against  such  a  backdrop 
of  fiscal  austerity,  with  the  sales  tax  rising  to  5%  from  3%, 
spending  trimmed,  and  a  planned  rebate  on  income  taxes 
repealed. 

It  looks  to  be  a  ham-handed  plan,  especially  since  the  oth- 
envise  welcome  reforms  are  certain  to  claim  some  corpo- 
rate victims.  Better  to  open  up  the  financial  markets  to  com- 
petition and  ease  the  way  with  less  austerity. 


THE  AGE  OF  FINANCE 


Twenty-five  years  ago,  representatives  of  the  10  largest 
industrial  nations  met  at  the  Smithsonian  Institution  in 
Washington  to  plan  the  rescue  of  theu-  wobbly  cur- 
rencies and  restore  order  to  the  international  financial  system. 
Their  agreement  was  hailed  as  a  great  achievement,  but 
within  a  few  months,  the  Bretton  Woods  fixed-exchange-rate 
system,  in  effect  since  1944,  collapsed  for  good.  Far  from 
being  the  disaster  many  feared,  though,  the  breakdown  of 
Bretton  Woods  ushered  in  a  whole  new  era  of  fiinance.  Float- 
ing exchange  rates  eased  cross-border  investments,  encour- 
aged a  proliferation  of  new  products,  and  toppled  capital 
controls  and  other  financial  regulations.  Today,  financial  mar- 
kets act  as  powerful  agents  of  capital,  seeking  value  where 
they  can  and  wringing  concessions  from  policymakers.  The 
markets  are  hardly  always  rational— prices  habitually  ricochet, 
and  the  illogic  of  the  markets'  day-to-day  behavior  can  be 
mystifying,  if  not  terrifying.  Cun-ently,  the  dollar  is  strength- 
ening, the  Nikkei  is  again  taking  a  drubbing,  and  Federal  Re- 
serve Board  Chairman  Alan  Greenspan  worries  about  possi- 
ble "irrational  exuberance"  in  the  stock  market.  Just  what  has 
the  Age  of  Finance  viTought? 

A  great  deal  of  good,  as  it  turns  out.  It's  difficult  to  re- 
member or  imagine,  but  when  the  post-World  War  II  financial 
system  first  spun  apart  in  the  early  1970s,  people  were 
gripped  by  fear.  The  dollar  would  tumble  into  an  abyss.  Con- 
sumers and  markets  would  become  paralyzed  by  uncertainty. 
Governments  would  compete  to  depreciate  their  cuiTencies 
and  pursue  other  beggar-thy-neighbor  policies  such  as  those 
that  sent  the  global  economy  deeper  into  depression  in  the 
1930s.  Trade  would  shrink,  investment  would  dry  up,  grovt^th 
would  stall. 

It  never  happened.  Yes,  there  was  stagflation  in  the  1970s. 
Debt  crises  erapted  periodically  in  the  Third  World.  Budget 
deficits  grew.  The  U.  S.  stock  market  crashed  in  1987.  Re- 
peatedly, monetary  and  fiscal  crises  tlu-eatened  chaos  and 


destruction,  and  just  as  repeatedly,  government  officials  hud- 
dled and  the  financial  markets  retreated  from  the  brink. 
Markets  have  been  relatively  unfettered,  but  central  bankers 
and  international  authorities  have  not  totally  abdicated  re- 
sponsibiKty.  Markets  have  been  messy  and  unpredictable, 
but  growth  has  continued. 

Indeed,  the  unraveling  of  Bretton  Woods  has  been  a  phe- 
nomenal boon  for  the  world  economy.  Trade  not  only  didn't 
implode,  it  exploded.  Twenty-five  years  ago,  the  value  of 
world  trade  was  $300  billion  in  nominal  terms.  Last  year,  it 
reached  $5  trilUon — a  staggeiing  gain  of  more  than  17  times. 
Investment  held  up  well  in  most  of  the  industrial  world  in  the 
1980s,  took  off  in  the  developing  world,  and  now,  after  a 
sluggish  period,  has  risen  in  the  U.  S. 

Equally  important,  the  financial  mai-kets  have  done  for 
economic  policy  what  governments  couldn't  do  themselves:  im- 
pose a  discipline  that  forces  trade  and  budget  imbalances  to 
be  corrected  and  closed  economies  to  open  up.  Sometimes,  the 
discipline  is  harsh,  but  usually  that's  because  governments  de- 
lay and  delay — ^witness  the  renewed  fall  of  the  Nikkei  as 
investors  assess  the  effects  of  fiscal  missteps  and  belated  fi- 
nancial deregulation.  But  the  mai-kets  can  also  reward  good 
pohcies  and  good  gi-owth — as  shown  by  the  U.  S.  stock  mai'- 
ket's  strong  performance  in  1996. 

From  time  to  time,  gold  bugs  ui-ge  the  return  to  a  fixed- 
rate  exchange  system  with  cuiTency  values  pegged  to  the 
price  of  gold  bullion.  Less  zealous  financial  experts  have 
pleaded  for  the  adoption  of  a  more  stable  system  with  guide- 
lines for  currency  trading.  And  Eiu'ope  is  moving,  albeit 
with  some  countries  lacking  and  screaming,  towai'd  a  new 
common  cuiTency  in  1999.  But  histoiy  shows  that  the  bui-den 
of  proof  is  on  the  opponents  of  floating  rates — and,  by  ex- 
tension, the  opponents  of  free  financial  mai-kets.  As  the  ad  for 
the  Volkswagen  Beetle  used  to  say:  It's  ugly,  but  it  gets 
you  there. 
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Begin  your  own  tradition. 

Whatever  innovations  Patek  Philippe  introduce^ 
every  watch  is  still  crafted  by  hand. 

The  men's  Annual  Calendar  is  the  first  self-winding  calendar 
watch  in  the  world  to  require  resetting  only  once  a  year. 
And  because  of  the  exceptional  workmanship,  each  one  is  a  unique  object. 
Which  is  perhaps  why  some  people  feel  that  you 

never  actually  own  a  Patek  Philippe. 
You  merely  look  after  it  for  the  nexl  generation. 


PATEK  PHILIPPE 

GENEVE 
'i:a 


Feeding  the  billions  of  people  on  this  earth  is  no  easy  task.  But 
we  believe  it  can  be  done.  How?  With  Space  Imaging's  growing 
constellation  of  satellites,  including  India's  IRS-1C.  Such  existing 
technology,  along  with  our  one-meter  resolution  ^tellite  scheduled 


for  launch  this  year,  will  forever  improve  world  farming.  In  fa 
go  a  long  way  in  ending  hunger  altogether.  Please  join  us^ 
worthy  cause.  Such  companies  as  Lockheed  Martin,  Rayt' 
E-Systems,  Mitsubishi  Corp.  and  Van  Der  Horst  Ltd.  alreao 


GEOGRAPHIC  INFORMATION  THAT  WILL  CHANGE  THE  WORLD 
AND  THE  WAY  WE  FEED  THE  PEOPLE  IN  IT. 


SPACE 


9351  Grant  St.,  Suite  500  Thornton,  CO  80229  USA  Phone:+1-303-254-2000  Fax:+1-303-254-2215  Web:  http://www.space1nii  .-r'^s 
Maryland  Office:  4300  Forbes  Blvd.  Lanham,  MD  20706  USA  Phone:+1-301-552-0537  Telex:  277685  LSATUR  Email:  info@spaceim 
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pRBUiLT  GUANGDONG  /  INTEL'S  TAIWAN  POWER  PLAY 
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The  7th  Annual  Business  Week 

Asia  Leadership  Forum 


June  11-13,  1997 
Hong  Kong 


Asia  Leadership  Forum 

June  11-13, 1997  •  Hong  Kong 


Featured  speakers: 


George  Yip 
Author  of  "T/ie 
Asian  Advantage: 
Global  Strategy  in 
the  Pacific  Region  " 


John  Kao 

Author  of  "Jamming: 
The  Art  and  Discipline 
of  Corporate  Creativity' 


Masaaki  Imai 
Author  of 
"Gemba  Kaizeii " 
and  "Kaizen" 


Jack  Trout 
Author  of  "The 
New  Positioning" 
and  "Positioning" 


Keynote  speaker: 


Lee  lacocca 

Ret.  Chairman  and  CEO 

Chrysler  Corporation 


1. 


hat  has  proven  to  be  the  most  effective  means 
to  success  today?  The  ability  to  drive  change  forward, 
not  just  react  to  it.  Now,  Business  Week  is  honored  to 
host  an  exclusive  gathering  of  Asia's  top  business  ehte 
and  some  of  the  world's  most  creative  strategic  thinicers 
for  forward-focused  dialog  on  affecting  change. 

This  premier  event  will  take  place  two  weeks 
before  the  historic  return  of  Hong  Kong  to  the  People's 
RepubMc  of  China — a  dramatic  framework  for  our 
discussion  of  proactive  leadership  in  Asia  and  the 
changing  global  economy. 

Don't  miss  the  chance  to  be  a  part  of  this  dynamic 
leadership  forum. 


Presented  in  association  witii: 

J.D.  Edwards  and  Company 
Space  Imaging 


For  registration  information, 
please  contact  Julie  Terranova 

call  +1.212.512.2184  or 
fax +  1.212.512.6281 

Attendance  is  limited  to  Chairmen,  CEOs, 
Presidents,  and  Managing  Directors  of  leading 
Asian  and  worldwide  companies. 

For  information  on  sponsorship  opportunities: 
Please  call  Jane  Beattie  in 
New  York  +1.212.512.4435  or 
Hal  Berry  in  Singapore  +(65)  536.8262. 
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THE  KEK  H\L\\NS 

I^aul  Ht'ichniann 
was  so  gifted,  so 
pious,  so  ambitious. 
So  iiow  could  the 
real  estate  genius 
[)ehin(l  ()lyrii[)ia  Si 
York  tail? 


Cover  Story 


TW  RCICHMANNS 

Am  iiiIciim'.  iillru Orthodox  Jewilh 
fHmily,  iho  Rcichmannii  built  a  110 
billion  <'mpir»>  on  u  foundation  of  savvy, 
if  conlnu-ian,  rtral  eiit«t«  ventures.  In 
all,  five  brothers  were  involved,  but 
one— Paul— .HtcHKl  apart  as  the  most 
pfte<i.  Unfalteringly,  he  guided  Tbronto- 
based  Olympia  &  York  to  the  heights  of 
bu.Hineivs  sucee.ss.  Then  his  world  came 
crashing  down.  Here's  how  it  happened, 
in  an  excerpt  from  Senior  Writer 
Anthony  Bianco's  book  The 
Reichmanns:  Family.  Faith,  Fortune, 
and  the  Empire  of  Olympia  &  York 
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Spotlight  on  Estonia 


EDITED  BY  HARRY  MAURER 


THE  BOOM  MAY  BE 
LOSING  STEAM. . . 

With  a  population  of  1.5  million,  tiny  Estonia 
is  the  most  prosperous  of  the  former  Sovi- 
et republics,  and  it  shows.  Even  dming  the  frigid 
winter,  shoppers  crowd  into  smart  boutiques  in 
the  naiTow  alleyways  of  Tallinn's  medieval  Old 
Town  to  buy  expensive  Western  goods  and  lo- 
cal crafts.  Tourists  gaze  at  the  smartly  ren- 
ovated chui'ches,  restaurants,  and  old  fam- 
ily houses — largely  financed  by  neighboring 
P^and  and  Sweden — ^that  have  reinforced 
this  old  Hanseatic  city's  claim  to  be 
Pi-ague's  rival  in  the  architectural  sweep- 
stakes. The  renovations  have  led  banks 
and  foreign  companies  to  relocate  their  of- 
fices to  the  Old  Town,  often  taking  over 
buildings  that  were  formerly  homes.  "Truth 
be  told,  few  people  can  afford  to  live  in  the  old 
city  anymore,"  says  David  Mardiste,  an  Aus- 
trsJian-Estonian  who  works  in  the  Foreign  Affaii's 
Ministi-y.  "Eents  have  gone  sky-high." 

But  behind  the  abundance  lurks  a  sense  that 
things  should  be  even  better.  Some  observers 
suspect  that  after  its  early  achievements,  the 
government  is  resting  on  its  laurels,  and  the 
boom  is  slovsdng  down.  ErkM  Urva  of  the  Es- 
tonian Entrepreneui-s  Assn.,  a  prominent  figure  in 
the  tourism  industry,  complains  that  private  en- 
terprise, already  suffering  fi-om  tight-money  poli- 
cies, is  also  facing 
heavier  taxes  and 
growing  bureau- 
cratic interference. 

ON  THE  BLOCK.  By 

almost  anyone's 
standards,  Estonia 
has  done  weU.  Offi- 
cials expect  1996 
growth  to  hit  3%, 
following  1995's 
3.2%.  Unemploy- 
ment is  minimal  ex- 
cept in  and  around 
Narva,  home  to 
most  of  Estonia's 
ethnic  Russians, 
where  pending  re- 
structuring of  heavy 
industry  may  push 
joblessness  well  past 
the  national  rate 
of  5%.  Estonia, 
which  faced  down  a 
bank  liquidity  crisis 
two  years  ago,  now 
has  the  Baltic's 
most  dynamic  and 
profitable  banking 
sector.  The  kroon 


MEDIEVAL  CHARM 

In  Tallinn's  Old 
Town,  rents 
have  been 
skyrocketing 


has  held  steady  at  eight  to  the  German  mark. 

And  outsiders  are  paying  attention.  At  over 
$700  million  since  independence  in  1991,  foreign 
direct  investment  is  healthy — ^in  per  capita  terms, 
the  country  is  second  in  the  region  to  Hungary. 
The  stock  market  is  booming,  as  companies  such 
as  Hansa  Bank  and  Talhnna  Pharmaceutical  be- 
come favorites  with  local  and  European  investors 
alike.  Privatization  is  almost  finished,  with  66% 
of  Estonian  Air  sold  in  June  to  Denmark's 
Maersk  Air  for  $5  milhon.  Key  infrastruc- 
ture companies,  including  the  Port  of  Tallinn 
and  the  partly  sold  Eesti  Telecom,  are 
scheduled  to  go  on  the  block  this  year. 

So  why  the  sense  of  apprehension?  For 
one  thing,  December  saw  Estonia's  sixth 
postcommunist  government,  the  same 
number  as  hapless  Bulgaria,  as  centrist 
Prime  Minister  Tiit  Vahi  lost  his  majority 
in  Parliament.  For  another,  inflation  has 
remained  high,  at  20%  to  25%  for  1996.  The 
World  Bank's  representative,  Basil  Zavoico, 
argues  that  the  biggest  failure  has  been  land  re- 
form, which  he  calls  the  "litmus  test."  He  adds 
that  once  privatizing  is  completed  and  investors 
have  to  bmld  from  the  ground  up,  obstacles  to 
land  transactions  could  seriously  crimp  growth. 


. . .  AND  THE  BEAR 
IS  STILL  ANGRY 

One  worry  dwai'fs  all  others  in  Estonia:  poor 
relations  \vith  its  foi-mer  ruler,  Russia.  The 
two  countries  can't  even  agree  on  where  their 
border  lies.  And  with  Moscow  recently  annoimdng 
a  new  border  tax  payable  on  entry  to  and  exit 
from  Russia,  relations  seem  to  be  getting  even 
worse. 

The  problem,  from  Moscow's  side,  is  Estonia's 
treatment  of  the  ethnic  Russians,  who  cannot 
vote  and  must  speak  the  tricky  Estonian  lan- 
guage before  being  allowed  to  hold  ofBcial  jobs  or 
win  citizenship.  The  matter  has  festered  since 
1991  and  has  begun  to  have  an  economic  impact. 
On  the  trade  fi"ont,  for  example,  Tallinn  racked  up 
a  steep  current-account  deficit  of  $694  million  in 
1995,  with  the  1996  figure  expected  to  be  even 
bigger — lai'gely  because  tensions  have  ei-ippled 
business  with  Russia,  Estonia's  biggest  natural 
trading  pai-tner. 

A  recent  delegation  of  Russian  parliamentarians 
invited  by  Tallinn  concluded  that  wliile  human- 
rights  \'iolations  were  not  serious,  relations  would 
stay  chilly  until  Estonia's  policies  changed.  That 
could  take  a  wliile.  Thllimi  just  annoimced  that  it 
has  won  a  gi'ant  from  phare,  the  EU's  progi-am 
for  helping  postcommunist  nations.  The  pm-pose? 
To  improve  the  teacliing  of  Estonian  to  non-native 
speakers. 

By  Jitstin  Keay  in  Thllinn 
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VltWPOINT 


Commerzbank's  focus  on  German 
and  European  economic  issues  1/97 


1997:  a  year  of 
transition  for  the 
German  economy 


The  financial  markets  have  not  yet  fully  realized  that  Germany's 
phase  of  slow  growth  is  over.  In  both  the  second  and  third 
quarters  of  1996,  real  GDP  grew  at  an  annualized  rate  of 
around  4%.  Even  though  growth  will  be  only  about  2%  this 
winter  and  will  not  be  much  higher  as  the  year  progresses, 
the  upswing  is  on  track  again.  However,  a  closer  look  at  the 
GDP  data  reveals  a  heavy  reliance  on  foreign  demand.  Even 
in  the  fourth  year  after  the  economy  emerged  from  its  cyc- 
lical trough,  domestic  demand  in  general,  and  fixed  capital 
formation  in  particular,  will  lack  momentum.  This  means 
that  the  upswing  is  vulnerable  to  external  shocks  and  the 
outlook  for  the  labour  market  is  s^lll  gloomy. 


Why  is  domestic  demand 
weak?  In  a  textbook  version,  the 
upswing  might  start  with  rising 
foreign  demand,  which  in  the 
second  year  boosts  business 
investment;  the  production  of 
exports  £md  capital  goods  creates 
new  jobs,  raising  the  disposable 
income  of  private  households.  As 
private  consumption  grows  in 
the  third  year  -  providing  busi- 
ness investment  with  an  addi- 
tional stimulus  -  the  upswing  is 
broadly-ba.sed  and  strong,  pro- 
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ducing  growth  of  3%  or  higher,  as 
in  fact  happened  in  1988-90. 

In  early  1997,  though,  busi- 
ness investment  will  scarcely  be 
higher  in  real  terms  than  it  was 
four  years  ago  in  the  cyclical 
trough.  But  this  is  not  merely  a 
reflection  of  Germany's  struc- 
tural weaknesses.  It  is  also  the 
result  of  over-investment  during 
the  so-called  unification  boom  in 
1991/92,  the  effects  of  currency 
appreciation  and  wage  increases 
in  1995  and  the  ongoing  debate 


r/(%.  Therefore,  the  scope  for 
growth  in  private  consumption 
will  again  be  limited. 

The  structural  adjustment  in 
the  construction  sector  will  be  an 
additional  brake  on  growth.  Ailer 
last  year's  sizeable  drop  in  west- 
ern German  residential  construc- 
tion, 1997  should  see  a  signifi- 
cant downward  movement  in 
eastern  Germany,  with  changes 
in  the  subsidization  of  housing  a 
major  factor  in  both  instances. 
As  outlays  by  the  public  sector 


Economic  outlook  for  Germany 

at  1991  prices;  percentage  change  on  year 


Indicator 

1996" 

1997 

Private  consumption 

1.5 

1.8 

Govermnent  consumption 

3.1 

1.3 

Macliinery  and  equipment 

1.7 

5.8 

Construction 

-3.8 

0.0 

Domestic  demand 

1.0 

2.0 

Exports 

3.8 

5.5 

Imports 

2.2 

3.5 

Gross  Domestic  Product 

1.2 

2.5 

Consumer  prices 

1.5 

1.8 

Employed^' 

34.55 

34.60 

Unemployed^' 

3.97 

4.05 

1)  for  GDP  and  components:  January-September:  2)  in  millions 


on  fiscal  consolidation,  which  fos- 
ters a  wait-and-see  attitude  on 
the  part  of  private  investors.  AH 
these  factors  should  lose  in  sig- 
nificance in  the  course  of  1997, 
especially  if  pay  settlements  are 
roughly  in  hne  with  those  con- 
cluded in  1996.  As  other  funda- 
mentals for  private  investments 
-  in  particular  corporate  profits  - 
have  improved  considerably,  a  re- 
covery of  business  investment  in 
1997  is  a  highly  probable  outcome. 

Unfortunately,  private  house- 
holds wiU  not  immediately  bene- 
fit from  this  improvement.  A  sec- 
ond wave  of  corporate  restructur- 
ing is  leading  to  additional  job 
losses.  In  German  manufactur- 
ing, for  example,  employment 
will  continue  to  fall  in  1997, 
albeit  at  a  slower  pace.  Incomes 
will  be  further  eroded  by  massive 
rises  in  social-security  contribu- 
tions. In  real  terms,  disposable 
income  will  increase  at  most  by 


will  decline  fiirther,  construction 
investment,  which  accounts  for 
13%  of  GDP,  will  not  contribute 
to  growth  in  1997. 

All  in  all,  Germany's  GDP  will 
grow  by  around  2/2%  in  1997 
with  no  major  differences 
between  east  and  west.  Never- 
theless, the  signs  are  quite  en- 
couraging that,  from  1998  on- 
wards, we  might  see  a  return  to 
the  dynamism  which  character- 
ized the  end  of  the  1980's.  Once 
this  is  recognized  by  the  finan- 
cial markets,  current  views  on 
the  medium-term  outlook  for 
inflation,  money-market  rates 
and  long-term  rates  will  have  to 
be  revised  markedly. 

For  more  information  about 
Commerzbank's  broad  scope 
of  research  capabilities  and 
financial  services,  just  con- 
tact the  bank's  head  office 
in  Frankfurt. 
Fax  +49  6913  62-98  05 
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THE  WIDE,  WIDE  WORLD 

OF  OFFSHORE  FUMDS  

Youi-  stoi-y  on  offshore  funds  was  the 
best  article  on  the  subject  I  have  seen 
in  any  U.  S.  publication  ("The  500  best 
offshore  funds,"  Cover  Story,  Nov.  11). 

Next  time,  you  might  include  some- 
thing about  the  many  other  invest- 
ments offshore  that  are  generally  not 
available  to  domestic  U.S.  investors. 
Hedge  funds  and  bond  funds  are  two 
categories  that  immediately  come  to 
mind. 

Mark  van  Gelderen 
Jerusalem 

SINGAPORE: 

A  NATION  IN  DENIAL?  

As  I  read  "Time  for  a  reality  check 
in  Asia"  (Cover  Story,  Dec.  2),  I  re- 
membered a  visit  home  to  Singapore 
three  winters  ago.  While  I  was  there,  I 
proclaimed  my  skepticism  about  the 
high  annual  growth  rates.  Members  of 
my  family  strongly  disagreed,  hinting 
that  I  had  perhaps  become  too  Ameri- 
canized. I  vividly  recall  my  frightened 
mother  telling  me  I  should  not  say 
"negative  things"  like  that. 

Your  story  reinforced  what  I  had 
been  feeling.  Admitting  the  problem  is 
halfway  toward  recovery,  as  some 
might  say. 

I  am  a  Singaporean,  and  I  lived  on 
the  island  for  20  years  iDefore  coming  to 
the  United  States  for  my  college  edu- 
cation. I  found  myself  nodding  in  silent 
agreement  to  many  of  the  points  in 
your  story.  The  education  system  needs 
to  be  revamped.  And  the  rising  costs  of 
living  and  doing  business  empahsize 
the  need  for  creativity,  innovative 
thinkers,  and  risk-taking  entrepreneurs. 

Ser  Meng  Tay 
Milwaukee 

THE  HONG  KONG 

THAT  CAN  SAY  NO'  

C.  H.  Tung  will  have  a  challenging 
job  as  the  first  chief  executive  of  Hong 
Kong  after  Britain's  handover  ("Hong 


CORRECTIONS  &  CLARIFICATIONS 

"What's  on  the  Silicon  Horizon"  (Develop- 
ments to  Watch,  Dec.  23)  erred  in  saying 
Japan's  Nagoya  Institute  of  Technology  was 
the  first  to  build  a  gallium  arsenide  light- 
emitting  diode  on  silicon.  Such  devices  had 
already  been  built  by  others,  including  Pro- 
fessor Y.  H.  Lo  and  his  group  at  Cornell  Uni- 
versity, who  made  them  in  1993. 

An  article  on  stock  pickers  ("The  Pros,"  part 
of  the  Cover  Story  "Where  to  Invest,"  Dec. 
30)  dropfied  a  decimal  point.  The  price- 
earnings  ratio  of  Teiebras  was  6.5,  not  65. 


Kong's  new  boss,"  Asian  Business,  Dec. 
23).  He  must  balance  the  freedoms  that 
people  have  enjoyed  for  the  past  150 
years  and  Beijing's  temptation  to  Umit 
those  freedoms. 

Hong  Kong's  success  is  due  mostly 
to  freedom  of  the  press  and  freedom  of 
association,  which  are  [in  theory]  pro- 
tected by  the  Chinese  Constitution.  In 
practice,  however,  China's  people  don't 
enjoy  those  freedoms. 

The  world's  civilized  coimtries  should 
give  C.  H.  Tung  their  support,  to  help 
him  say  "no"  to  Beijing  when  it  be- 
comes necessary. 

Chia  Yu-Tai 
Chinese  Democracy  Education 
Foundation 
San  Jose,  Calif. 

GET  TOUGH 

WITH  WALL  STREET  THUGS 

Your  story  on  Mob  influence  in  stock 
trading  was  both  gripping  and  worri- 
some ("The  Mob  on  Wall  Street,"  Fi- 
nance, Dec.  16).  Investors  at  home  and 
abroad  should  be  concerned  if  financial 
self-regulation  can  be  successfully  cor- 
rupted even  in  the  standard-setting 
U.  S.  marketplace.  Speedy  whistle-blow- 
ing and  severe  penalties  are  the  only 
formula  for  effective  self-policing.  And 
there  is  no  practical  alternative  to  self- 
regulation.  If  the  NASD  can't  or  won't 
deal  with  these  abuses,  then  the  sec 
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HERE  ARE  YOUR 
INSIRUCTIONS. 

Turn  to  Business  Week  for 

award-winning  coverage 

of  global  business  issues  and 

concise  analysis — it's  the 

intelligence  you  need  to 

succeed.  With  its  increasing 

focus  on  Asian  business, 

Business  Week  is  an 

indispensable  tool  for 

the  global  business  executive. 

For  weekly  access  to  this 

valuable  information, 

call  or  fax:  Business  Week, 

P.O.  Box  881, 

General  Post  Office, 

Hong  Kong 

Tel:  852  2912  3000 

Fax:  852  2912  3028 
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Readers  Report 


should  move  in  with  a  very  big  stick. 

Samuel  L.  Hayes  III 
Jacob  Schiff  Professor 
of  Investment  Banking 
Harvard  University  Graduate  School : 
of  Business  Administration 
Boston 

I  have  long  suspected  that  what  went 
on  at  NASDAQ  was  a  sort  of  organized 
crime,  a  suspicion  con&Tned  by  the  re- 
cent findings  of  the  Justice  Dept.  and 
the  SEC:  that  dealei-s  rautinely  colluded  to 
fix  prices.  Youi-  stoi-y  gives  a  whole  new 
meaning  to  "organized  crime"  in  that 
marketplace.  Outstanding  and  coui-ageous 
reporting.  Let's  hope  Nasdaq's  regula- 
tors do  something  about  it. 

Thomas  Andi-e 
Honolulu 


FINDING  US  ONLINE 


The  full  teitt  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.coni 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 
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Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  leaven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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ONE  WORLD,  READY  OR  NOT 

The  Manic  Logic  of  Global  Capitalism 

By  William  Greider 

Simon  &  Schuster  •  528pp  •  $27.50 


THE  GLOBAL 
A  DREADFUL 


ECONOMY: 
RECKONING? 


When  William  Greider  discusses 
the  global  economy,  it's  with  a 
chip  on  his  shoulder  and  a 
wistful  eye  for  the  days  when  trade 
stopped  at  the  border  and  capital  rarely 
left  home.  Rather  than  accept  free  trade 
and  borderless  finance  as  inevitable  and 
beneficial,  Greidei'  sees  little  but  trouble. 
In  One  World,  Ready  or  Not,  the 
Rolling  Stone  national  editor  paints  a 
scary  picture  of  a  world  i-uled  by  self-in- 
terested multinational  corporations  and 
soulless  investors,  all  vying  to  earn  high 
returns  by  opening  yet  another  factory 
in  yet  another  emerging  economy. 

This  line  of  analysis  is  hardly  new, 
and  at  first  glance  it  would  be  easy  to 
dismiss  One  World  as  just  one  more 
populist  tome  out  of  the  Pat  Buchanan- 
Ross  Perot  school.  Indeed,  Greider's 
proposed  remedies,  including  imposing 
tariffs  and  other  restrictions  on  inter- 
national trade  and  investment  flows, 
forcing  exporting  nations  to  consume 
more,  and  raising  wages  and  working 
conditions  for  the  emerging-economy  la- 
bor force,  strike  me  as  impractical  at 
best.  Despite  Greider's  misgivings,  a  lot 
of  jobs  do  depend  on  international  tirade. 
And  when  contemplating  the  kind  of 
tit-for-tat  trade  curbs  that  the  .author 
envisions,  don't  forget  the  damaging 
protectionism  of  the  Great  Depression. 

But  Greider,  who  skillfully  chronicled 
the  clandestine  inner  workings  of  the 
Federal  Reserve  Board  in  a  previous 
book,  Secrets  of  the  Temple,  should  not 
be  dismissed  out  of  hand.  Drawing  on 
numerous  interviews  with  workers, 
managers,  and  traders  around  the  in- 
dustrial and  emerging  economies,  he  has 
assembled  a  coherent  and  surprisingly 
easy-to-read  series  of  arguments.  Such 
recent  events  as  the  Mexican  financial 
collapse  and  recession,  he  says,  are  trou- 
bling examples  of  a  spreading  global 
stress.  Moreover,  he  warns,  the  world 
has  embarked  on  "a  reckless  foot  race 


with  history,  plunging  toward  some  sort 
of  dreadful  reckoning." 

What  that  reckoning  may  be,  Greider 
never  really  says.  But  he  hints  at  a 
lurch  back  to  fascism  in  the  industrial- 
ized world,  particularly  if  economic 
strains  continue  to  undo  the  welfare 
state  and  the  very  foundations  of  one 
society  after  another.  Looking  at  Eu- 
rope's spiraling  unemployment,  slow 
growth,  and  social  tensions  as  it  pre- 
pares to  launch  a  single  currency — one 
of  the  European  Union's  solutions  to 
its  global-competitiveness 
dilemmas — I  can  only  hope 
he's  not  on  to  something. 

High  on  Greider's  list  of 
problems  is  the  pursuit  of 
labor-saving  technology  de- 
spite uncertain  payoffs.  Vis- 
iting an  eerily  robotized 
Lexus  plant  in  Japan, 
where  Toyota  Motor  Corp. 
can  assemble  a  luxury  car 
with  one-fifth  of  the  worker 
hours  that  Daimler  Benz 
needs  to  turn  out  such  a 
vehicle  in  Germany,  he  is 
amazed.  But  what  happens  when  Toy- 
ota's competitors  make  the  same  leap? 
Does  everyone  benefit?  Hardly,  argues 
Greider,  who  maintains  that  technology 
competition  will  lead  companies  "to  in- 
vest in  more  output  of  goods  than  the 
global  marketplace  of  consumers  can 
possibly  absorb."  The  unfortunate  re- 
sult: "a  seemingly  permanent  and  ex- 
panding surplus  in  the  productive  ca- 
pacity of  the  world." 

Exacerbating  this  problem,  Greider 
asserts,  are  the  deals  struck  between 
multinationals  and  overseas  govern- 
ments. He  contends  that  countries  such 
as  China  or  India  care  not  a  whit  about 
the  .global  impact  of  attracting  new  pro- 
duction. Rather,  he  says,  they  care 
about  jobs  for  theu-  citizenry  and  status 
as  world-class  export  manufacturing 


READY 
OR  NOT 


William  Greider 


states.  These  are  needs  that  many  cor- 
porations seem  only  too  happy  to  meet. 

That  willingness  distm-bs  Greider  and 
leads  him  to  offer  some  prescriptions 
that  merit  examination.  He  would  have 
Washington,  at  least,  ask  whom  Ameri- 
can multinationals  should  serve — their 
shareholders  or  their  country.  Since,  to 
Greider,  the  answer  is  never  in  doubt, 
he  would  have  the  government  use  the 
tax  code  to  discourage  some  foreign  in- 
vestment and  generally  "shift  its  pri- 
mary focus  to  defending  the  U.S.  in- 
dustrial structure  and  employment,  not 
the  U.  S.  multinationals  themselves." 

Given  America's  general  reluctance 
to  embrace  broad  industrial  policies,  this 
proposal  strikes  me  as  pie  in  the  sky. 
And  I  was  left  cold  by  Greider's  super- 
ficial analysis  of  international  financial 
markets — a  sm-prise,  given  his  previous 
immersion  in  the  Fed  and  his  close 
friendship,  which  he  acknowledges,  with 
top  strategists  for  hedge-fund  super- 
managers  George  Soros  and  Paul  Hi- 
dor  Jones.  To  Greider,  fi- 
nancial markets  are 
anything  but  efficient  con- 
duits of  capital.  He  sees 
them  as  breeding  grounds 
of  instabihty,  where  "firms 
and  workers,  sales  and 
profit,  jobs  and  incomes 
[are]  held  hostage  by  the 
gross  price  swings  of  this 
unpredictable  commodity 
called  money."  Not  surpris- 
ingly, his  cure  would  be  to 
slow  the  system  through 
new  taxes  and  regulations. 
This  universal  prescription — to  tax, 
regulate,  and  jawbone  global  trade  back 
into  submission — is  the  most  disap- 
pointing facet  of  the  book.  And  even 
Greider  concedes  that  backing  away 
from  free  trade  would  involve  penal- 
ties, such  as  the  high  prices  Japanese 
consumers  pay  for  locally  produced 
goods  and  sei-vices  in  order  to  keep  do- 
mestic industries  afloat.  Ti-ouble  is,  even 
long-complaisant  Japanese  consumers 
are  seeking  better  deals  now  as  the 
government  tries  to  open  the  economy 
to  more  global  competition.  It  seems 
that  the  attraction  of  free  trade  is  iire- 
sistible  for  many,  even  if  it  leaves  Grei- 
der uneasy  and  unimpressed. 

BY  WILLIAM  GLASGALL 
Se7iior  Writer  GlasgaU  covers  inter- 
national finance  and  economics. 
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RATHER  THAN  ACCEPT  FREE-FLOWING  CAPITAL 
AS  BENEFICIAL,  GREIDER  SMELLS  ONLY  TROUBLE 
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Technology  &  You 


BY  G.  DAVID  WALLACE 


THE  ELECTRONIC 
TUTOR  IS  IN 


AOL's  Academic 
Assistance  Center 
helps  thousands  of 
students  every  day 

I suspect  all  of  us  remem- 
ber at  least  one  of  those 
terrifying  moments  in  our 
school  lives  when  a  critical  as- 
signment was  bearing  down 
on  us,  the  library  was 
closed,  and  we  were 
in  desperate  straits. 
Ah,  if  only  we'd  had 
the  Internet. 

The  Internet  and 
the  Web  are  a  rich 
lode  of  reference  ma- 
terial for  people  of  all 
ages.  There  are  onHne  maga- 
2dnes  and  newspapers,  ency- 
clopedias, and  technical  jour- 
nals— all  reachable  with  a 
few  clicks  of  a  search  engine. 
Sites  catering  specifically  to 
students  are  especially  use- 
ful during  a  homework 
crunch  (table).  But  none  of 
the  cyber  study  haUs  I've 
seen  offer  as  much  as  an 
America  Online  area  called 
the  Academic  Assistance 
Center,  (business  week  on- 
line also  appears  on  aol.) 
The  AAC  traces  its  origins 
to  the  Cyber  Stone  Age — 
1988 — and  has  grown  into 
a  comprehensive,  well- 
staffed  service  that  goes 
far  beyond  access  to  ref- 
erence works.  Teachers  and 
other  staffers  guide  students 
to  research  areas,  answer  spe- 
cific questions,  and  even  offer 
one-on-one  tutoring. 
UVELY.  The  AAC  never  sleeps. 
When  things  are  slow,  it 
throttles  back  to  a  single  chat 
room.  But  on  a  typical  week- 
night  at  11  p.m.,  it  will  have 
10  rooms  open,  with  students 
firing  off  a  string  of  messages. 


teachers  responding,  and  the 
dialogue  scrolling  past  for  all 
participants  to  see.  Besides 
general  rooms  set  aside  for 
students  at  every  level  from 
first  grade  through  college, 
there  are  specialized  rooms 
for  subjects  such  as  Spanish, 
biology,  or  math.  Students 
who  have  made  arrangements 


stuff  on  Charles  V."  Kru- 
mankids  needed  information 
on  Christmas  traditions  in 
Central  America.  Magg  want> 
ed  to  know  what  double  jeop- 
ardy is.  The  teachers  didn't 
answer  the  questions  directly 
but  helped  students  think 
about  them  and  offered  sug- 
gestions on  where  they  might 
find  what  they  needed.  Tha- 
natius  said  he  already  had 
tried  the  encyclopedia  and,  at 
one  teacher's  suggestion,  went 
off  to  Knowledge  Database, 
the  AAC's  collection  of  fre- 
quently asked  questions.  Tha- 
natius  was  soon  back,  with 
only  a  paragraph  of  informa- 
tion. A  teacher  suggested  the 
AltaVista  search  engine  and 
told  Thanatius  to  be  sure  to 
put  Charles  V  in  quotes. 
"VERY  HELPFUL."  When  I 
checked  with  Thanatius  later, 
he  had  found  what  he  was 
looking  for.  "This  place  is  very 
helpful,"  he  messaged  me.  He 
said  he  had  used  the  center 
for  help  on  French,  math, 
chemistry,  and  global  studies. 
"But  sometimes  there  are  too 
many  people  in  the  rooms." 

Presiding  over  this  thriv- 
ing electronic  study  hall  is  Hal 
Rosengarten,  the  Marlboro 
(N.  Y.)  sixth-grade  teacher 
who  is  the  AAC  coordinator. 
Since  taking  charge  of  the  site 

Study  Help  Online 

ACADEMIC  ASSISTANCE  CENTER 

Key  word:  "AAC"  on  America  Online 
Live  help  from  teachers. 

ELECTRIC  LIBRARY  www.elibrary.com 


tors  are  teachers  from  ele- 
mentary school  through  col- 
lege. Others  include  doctors, 
lawyers,  accountants,  and 
nurses — one  of  whom  logs  on 
from  Britain. 

What  motivates  these  peo- 
ple? After  all,  teachers  where 
I  live  just  outside  New  York 
City  get  $50  an  hour  and  up 
for  private  tutoring.  Marilou 
Bebak,  a  Buffalo  high  school 
biology  teacher  who  has  been 
part  of  the  aac  for  three 
years,  has  a  ready  answer  "I 
really  enjoy  teaching,  and  this 
is  a  great  way  to  help  stu- 
dents all  over  the  country." 
She  says  she  also  likes  the 
sense  of  camaraderie  she  gets 
from  working  with  the  other 
volunteers. 

It  would  be  good  if  this 
area,  or  one  like  it,  were 
more  vsddely  available.  Hap- 
pOy,  more  sites  are  moving 
from  the  proprietary  online 
services  to  the  Web,  where 
anyone  vdth  an  Internet 
browser  has  access.  For  ex- 
ample, Infonautics,  which  set 
up  the  innovative  Homework 
Helper  reference  site  on 
Prodigy  two  years  ago,  offers 
a  similar  service  called  the 
Electronic  Library  on  the 
Web.  It  has  recently  added 
an  area  to  help  students  find 
topics  for  and  write  research 
papers.  But  don't  ex- 
pect to  find  the  aac  on 
the  Web  soon. 

Rosengarten  says  the 
center,  particularly  now 
that  it  has  become  so 
populai-,  needs  the  sort 

Offsh_o_o_t_o_f_Prodigy:sHome  ^  All  ^oIllS^S 

STUDY  HALL  www.click.toplinks.com 
Click  on  "Learning,"  then  "Study 
HalL"  Long  list  of  Web  informa- 
tion sources. 


ahead  of  time  by  E-mail  can 
get  individual  help  working 
through  a  math  problem  or 
practicing  their  Spanish  verbs. 

Even  on  the  Saturday 
night  between  Cluistmas  and 
New  Year's  Day,  I  found  the 
single  open  room  a  lively 
place.  A  dozen  students  and 
four  teachers  were  on  hand. 
Thanatius  was  after  "some 


in  1993,  Rosengaiten  has  seen 
the  number  of  students  swell 
from  15  or  so  a  day  to  5,000. 
The  number  of  tutors  has 
gone  from  100  to  1,300  in  the 
same  time.  "It's  a  constant 
battle  getting  people  to  join 
and  stay,"  he  says.  Tlie  tutore, 
like  Rosengaiten,  ai-e  volun- 
teers who  get  only  a  free  aol 
account.  Some  60%  of  the  tu- 


its  "content  providers.' 
Also,  AOL  makes  adding 
new  technology  less 
painful.  For  example, 
Rosengarten  hopes  aol 
can  someday  help  the  center 
begin  offering  more  multime- 
dia, including  live  chat  \vith 
audio,  a  development  foreign- 
language  teachers  are  eager 
for.  So  if  you  hear  a  strange 
voice  coming  from  your  fami- 
ly room  some  night,  relax. 
It's  probably  just  Junior  get- 
ting ready  for  that  big  Span- 
ish test. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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SAVING  A  FEW  BUCKS  ON  POLITICAL 
RISK  INSURANCE  SEEMS  TO  MAKE  SENSE. 

UNTIL  SOME  FOREIGN  GOVERNMENT 
NATIONALIZES  YOUR  BUSINESS. 


For  companies  doing  business  overseas,  the  reality  is  that  poUtical  risk  insurance  has  become 
a  necessity.  Political  upheavals  are  difficult  to  forecast.  Rising  nationalism  increases  the  risk  of 
expropriation.  Changing  economic  forces  make  currency  inconvertibility  more  likely.  And  political 
violence  is  a  constant,  looming  threat. 

AIG  Global  Trade  &  Political  Risk  Insurance  Company,  a  member  company  of  American 
International  Group,  Inc.,  is  the  only  company  with  the  global  presence  and  knowledge  of  local  condi- 
tions to  protect  you  around  the  world. 

When  you're  an  AIG  client,  you're  not  just  bujang  insurance.  You're  getting  a  business  partner. 
With  offices  in  more  than  130  countries  and  jurisdictions  worldwide,  AIG  has  the  expertise,  perspec- 
tive and  long-term  relationships  necessary  to  resolve  international  problems  whenever  they  arise. 
AIG  Global  customers  also  benefit  from  the  experience  of  a  bo2ird  of  directors  that  includes  former 
U.S.  Secretary  of  State  Henry  A.  Kissinger,  former  U.S.  Trade  Representative  Caria  A.  Hills, 
former  Treasury  Secretary  and  U.S.  Senator  Lloyd  M.  Bentsen,  former  World  Bank  President 
Barber  Conable,  Jr.,,'and  former  Prime  Minister  of  Pakistan  Moeen  Qureshi. 

Other  insurance  companies  may  offer  capacity.  Only  AIG  Global  underwrites  longer-term  polit- 
ical risk  coverages  up  to  $120  million  capacity  per  project,  guaranteed  for  seven  years  and  backed  by 
the  strongest  balance  sheet  and  top  financial  ratings  in  the  business.  Perhaps  that's  why  AIG  has  been 
the  leader  in  political  risk  coverage  for  more  than  twenty 
years.  To  find  out  how  AIG  can  help  solve  your  political  risk 
problems,  call  one  of  the  lead  underwriters  listed  below. 

A  member  compnny  ol  American  Inlemational  Group.  Inc. 
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Global' 
Trade  &  PoUtical  Risk 

Insurance  Company 


Kay  Ames 
AIG  Clob.ll,  New  York 
(212)  770-7819 


Klljabcth  DIoch 
AIG  Global.  Chicago 
(312)930-64,V( 


Jackie  Dennc  .Ion  Kny  Julian  lidwnnls 

AIG  Global,  San  Froncinco       AIG  Glolial,  Melbourne,  Aualralla      AIG  Global,  U.K.  8l  Ivurnpe 
(4 1 6)  4-(6.2Sr>6  G 1  -.•i'J-622-4798  1 71  -280-88.12 


Coverage  may  nol  be  available  for  risks  In  certain  countries. 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


HOW  UNCLE  SAM  COULD  EASE 
THE  ORGAN  SHORTAGE 


INCENTIVE: 

There  aren't 
enough  livers, 
hearts,  and 
kidneys  to  go 
around,  so  why 
not  increase 
the  supply  by 
offering  money 
to  donors? 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  Ihe 
Hoover  Institution 


Improvements  during  the  past  decade  in 
the  safety  and  effectiveness  of  liver,  heait, 
and  kidney  transplants  induced  a  rapid 
gi-owth  in  the  demand  for  organs,  which  nov^^ 
far  exceeds  supply.  It  is  essential  to  find  ways 
to  raise  the  supply  of  organs  and  ease  the  suf- 
fering and  long  wait  that  many  sick  persons 
now  endure.  That  delay  can  cost  Uves:  Al- 
most 70  persons  die  each  month  while  waiting 
for  livers  to  become  available. 

The  waiting  period  varies  enormously  from 
state  to  state.  Transplant  candidates  may  re- 
ceive a  liver  in  less  than  two  weeks  in 
Kansas,  while  in  Massachusetts  they  can  lan- 
guish for  nearly  two  years.  Political  jockeying 
among  hospitals  is  the  reason  for  this  region- 
al discrepancy  in  waiting  times.  Livers  are  al- 
located to  patients  in  descending  order  of  de- 
gree of  sickness  in  the  regions  where  they 
become  available,  even  if  patients  in  other 
regions  are  more  likely  to  be  helped,  because 
smaller  transplant  centers  fear  that  they 
would  be  shut  out  of  a  national  allocation. 
Although  a  national  system  would  I'educe  re- 
gional discrepancies  in  waiting  times,  it  would 
not  close  the  growing  gap  between  an  in- 
creasing aggregate  demand  for  Hver  trans- 
plants and  a  ilat  total  supply. 

There  is  a  similar  shortage  of  other  or- 
gans. About  2,400  heart  transplants  were  per- 
formed in  1995,  but  almost  4,000  persons  are 
on  the  registered  waiting  list  for  such  a  ti-ans- 
plant.  The  media  heavily  publicized  the  ago- 
nizing wait  for  a  heart  replacement  in  a  New 
York  hospital  this  past  summer  by  Frank 
Torre,  the  brother  of  the  manager  of  the 
world  champion  New  York  Yankees  baseball 
team.  The  gaps  between  demand  and  supply 
are  even  greater  for  kidney  and  lung  trans- 
plants: More  than  30,000  persons  are  wait- 
ing for  kidney  transplants,  while  only  about 
10,000  of  these  were  performed  in  1995. 
BETTER  TECHNOLOGY.  To  satisfy  the  lai-ger 
demand  for  transplants,  a  campaign  was 
started  last  spring,  helped  by  Michael  Jor- 
dan's participation,  to  encourage  people  to 
leave  their  organs  for  transplant  use  after 
they  die.  Potentiall.y,  many  more  organs  can 
become  available,  since  more  than  2  million 
persons  die  annually  in  the  U.S. — almost 
100,000  in  accidents  alone.  Some  states  in- 
sti-uct  individuals  to  indicate  on  driver's  li- 
censes whether  they  give  peiTOission  to  have 
their  organs  donated  upon  death.  Such  infor- 
mation is  valuable  to  hospitals,  since  they 


must  move  quickly  to  preserve  organs  to  be 
used  for  transplants. 

If  this  campaign  succeeds  in  inducing  a 
sufficient  number  of  people  to  allow  their  or- 
gans to  be  used  after  they  die,  the  supply  of 
organs  would  be  large  enough  to  satisfy  de- 
mand. However,  this  does  not  seem  likely  be- 
cause the  number  of  persons  who  want  trans- 
plants is  increasing  quite  sharply  as  transplant 
technology  improves  and  costs  fall. 

Every  system  of  assigning  priorities  for 
organ  transplants  when  supply  is  too  little 
to  satisfy  demand  raises  difficult  and  largely 
unsolvable  ethical  issues  about  who  should 
receive  the  limited  number  of  organs  avail- 
able. The  only  way  to  abolish  the  need  to 
decide  who  most  deserves  transplants  is  by 
sufficiently  increasing  the  supply  of  organs. 
MEDICAL  ETHICS.  When  demand  exceeds  sup- 
ply for  ordinary  goods,  the  price  is  raised  to 
suppliers  in  order  to  induce  them  to  increase 
the  quantities  provided.  Using  similar  incen- 
tives would  induce  more  people  to  allow  their 
organs  to  be  used  for  transplants  after  they 
die.  For  example,  the  Federal  government 
might  be  designated  as  the  only  authority 
with  the  power  to  buy  organs  for  transplants 
and  would  allocate  them  to  hospitals  with  pa- 
tients that  need  transplants. 

I  realize  that  many  people  will  be  bonified 
by  any  proposal  to  use  monetary  incentives  to 
acquire  organs  for  transplants  from  people 
who  die.  They  consider  the  purchase  of  organs 
to  be  immoral.  They  say  it  will  take  unfair 
advantage  of  poor  people,  that  it  will  end  up 
favoring  the  rich,  that  it  will  be  too  costly. 
There  may  be  still  other  objections.  I  suggest 
considering  the  purchase  of  organs  only  be- 
cause other  modifications  to  the  present  sys- 
tem so  fai'  have  been  grossly  inadequate  to 
end  the  shortage. 

Cui'rently,  replacements  for  defective  or- 
gans sometimes  become  available  only  when  it 
is  too  late  to  help,  and  the  situation  has  wors- 
ened over  time  as  the  demand  for  transplants 
has  gi-OOTL  A  sizable  ina^ease  in  the  supply  of 
oi-gans  for  transplants  would  be  a  boon  to 
all  the  sick  people  who  require  transplants, 
and  it  would  end  the  uncertainty  and  long 
wait  for  donor  organs  to  become  available. 
Some  alternative  solutions  to  eliminate  the 
large  and  gix)wing  shortage  of  \'ital  organs 
must  be  found — be  they  monetary  induce- 
ments or  more  effective  appeals  to  humani- 
tarian motivations. 
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answerj 


Feeding  the  billions  of  people  on  this  earth  is  no  easy  task.  But 
we  believe  it  can  be  done.  How?  With  Space  Imaging's  growing 
constellation  of  satellites,  including  India's  IRS-1C.  Such  existing 
technology,  along  with  our  one-meter  resolution  satellite  scheduled 


for  launch  this  year,  will  forever  improve  world  farming.  In  fact,  it  will 
go  a  long  way  in  ending  hunger  altogether.  Please  join  us  in  this 
worthy  cause.  Such  companies  as  Lockheed  Martin,  Raytheon 
E-Systems,  Mitsubishi  Corp.  and  Van  Der  Horst  Ltd.  already  have. 


SPACE 

aEOanAPHIC  INFORMATION  THAT  WILL  CHANQE  THE  WORLD  W  M  |||||A|S||yG 

AND  THE  WAY  WE  FEED  THE  PEOPLE  IN  IT.  t  1 

9351  Grant  St.,  Suite  500  Thornton,  CO  80229   USA   Phone: +1-303-254-2000  Fax: +1-303-254-2215  Web:  http://«wyA^spaceim^^^^^^^ 
Maryland  Office:  4300  Forbes  Blvd.  Lanham,  MD  20706  USA  Phone: +1-301-552-0537  Telex:  277685  LSATUR  Ema.l:  ,nfo@space,mage.com 


Economic  Trends 


BY  GENE  KORETZ 

ACCOUNTING'S  BIG 
GENDER  SWITCH 

More  women — but  still  on  low  rungs 

Anyone  examining  U.S.  labor  mai'- 
kets  in  recent  decades  must  be  im- 
pressed by  the  influx  of  women  into 
ti-aditionally  male  fields.  While  the  med- 
ical and  legal  professions  are  often  cited 
as  examples,  the  gender  shift  in  ac- 
counting is  even  more  pronounced. 

In  1970,  less  than  10%  of  bachelor's 
degi'ees  in  accounting  were  awarded  to 
females.  By  the  mid-1980s,  the  share 
exceeded  50%.  Today,  women  account 
for  55%  of  bachelor's  degrees  in  the 
subject — and  77%  of  associate's  degrees. 
Indeed,  slightly  more  than  half  of  U.  S. 
accountants  ai-e  now  female,  compared 
with  about  25%  of  doctors  and  lawyers. 

All  this  raises  intriguing  questions. 
WOl  accounting  become  an  increasingly 
female-dominated  profession?  Is  it  in 
danger  of  becoming  a  multitiered  field, 
with  women  concentrated  on  lower 

WOMEN  ACCOUNTANTS  EDGE 
INTO  THE  ASCENDANCY 


DATA:  EDUCATION  DEPT. 


rungs?  In  a  recent  study,  Patricia  M. 
Flynn,  John  D.  Leeth,  and  Elhott  S. 
Levy  of  Bentley  College  in  Waltham, 
Mass.,  assess  women's — and  men's — ^Uke- 
ly  roles  in  accounting's  future. 

In  terms  of  gender  mix,  the  re- 
searchers don't  foresee  fui-ther  dramat- 
ic inroads  by  women.  For  one  thing, 
male  interest  in  the  profession,  which 
waned  in  the  late  1970s  and  1980s,  has 
since  perked  up.  And  a  trend  toward 
diversification  and  specialization  of  ser- 
vices by  accounting  firms  is  affecting 
hii-ing  practices  in  ways  that  favor  men. 
In  recent  years,  as  much  as  25%  of  new 
hires  have  had  nonaccounting  degrees — 
often  in  male-dominated  fields. 

Meanwhile,  with  females  accounting 
for  only  13%  of  partners  in  accounting 
firms,  women  aren't  too  hopeful  about 


their  chances  of  making  it  to  the  top. 
Such  considerations,  plus  long  hours  and 
inflexible  schedules,  cause  many  qualified 
women  to  switch  to  other  full-time  jobs. 
Also,  most  firms  now  employ  accounting 
pai-aprofessionals  with  less  than  four- 
year  degrees,  and  these  lower-echelon 
workers  are  mainly  female. 

Assuming  the  accounting  gender  mix 
stays  relatively  stable,  such  factors  as 
high  female  turnover  rates,  the  small 
number  of  female  partners,  and  the 
large  number  of  women  paraprofession- 
als  all  suggest  that  women  are  likely 
to  wind  up  at  the  lower  end  of  the  lad- 
der. But  the  authors  also  note  that 
many  accounting  firms  have  begun  to 
implement  diversity  training  and  to  of- 
fer flextime,  family-leave,  and  child-care 
options  to  retain  female  workers. 

Such  steps,  say  the  researchers,  hold 
out  the  possibility  that  accounting  could 
still  become  a  gender-integrated  profes- 
sion with  women  participating  fiilly  at 
aU  levels  of  responsibility  and  pay. 


THE  MORIBUND 
GRAVEYARD  SHIFT 

Why  fewer  Americans  work  nights 

Something  curious  has  happened  to 
the  U.  S.  workday  in  the  past  20 
years.  Economist  Daniel  S.  Hamermesh 
of  the  University  of  Texas  reports  that 
his  analysis  of  survey  data  shows  that 
evening  and  night  work  have  declined 
sharply  since  the  early  1970s. 

Specifically,  Hamermesh  finds  that  in 
the  early  1990s,  far  fewer  men  and 
women  were  putting  in  at  least  some 
work  between  7  p.m.  and  5  a.m.  than 
was  the  case  two  decades  earlier.  On 
the  other  hand,  a  lot  more  people  were 
on  the  job  by  6  a.m.  or  7  a.m.,  or  were 
staying  later,  till  5  p.m.  or  6  p.m.  This 
suggests  that  the  standard  9-to-5  work- 
day has  been  extended  somewhat. 

Why  the  change?  Hamei-mesh  fimds 
little  evidence  that  technological,  indus- 
trial, or  demographic  sliifts  ai-e  respon- 
sible. Rather,  he  speculates  that  rising 
incomes  pei-mitted  many  people  to  ti-ade 
off  some  of  their  potential  extra  earn- 
ings in  exchange  for  more  desirable 
work  hours.  In  fact,  he  finds  that  the 
decline  of  evening  and  night  work  was 
most  pronounced  among  relatively  liigh- 
wage  workers. 

In  sum,  America's  rising  wage  in- 
equality has  been  accompanied  by  a 
more  unequal  distribution  of  work  time. 
Night  work  is  appai-ently  becoming  more 
and  more  a  low-wage  phenomenon. 


WHERE  IT'S  CHIC 
TO  SHOP 

The  biggest  surprise:  Moscow 

With  global  retail  demand  restrained 
last  year,  the  lineup  of  expensive 
shopping  streets  changed  significantly, 
reports  Healey  & 


TOP  RETAIL  RENTS 
AROUND  THE  GLOBE 

ANNUA!  RENT- 
DOLLARS  PER  SQUARE  FOOT 


CAUSEWAY  BAY 

FIFTH  AWMUE 

TRADE  HOUSE  GUM 

CHAMPS  EWSEES 
RW?il!HS265 

ORCHARD  ROAD 

KARNTNERSIRASSE 

•MlO-1996.  BASED  OK  UNIT  WITH  6 
MEIIRS  reONTAGE.  25  METERS  DEPTH. 
AND  50%  ANCILLARY  ROOR  SPACE 
DATA  CUSHMANt  WAKEFIELD 
WORLDWIDE 


Baker,  a  London 
affiUate  of  Cush- 
man  &  Wakefield 
Inc.  Dropping  out 
of  the  top  5  in 
rents,  to  10th  and 
13th  place,  respec- 
tively, were  major 
shopping  streets  in 
Tokyo  and  Shang- 
hai (to  be  replaced 
by  Moscow  and 
Paris).  In  the  new 
rankings,  Hong 
Kong's  Causeway 
Bay  was  still  top 
dog,  with  annual 
rents  at  $754  per 
square  foot,  but 
that  was  down  almost  40%  from  1995. 
New  York's  Fifth  Avenue  was  second, 
followed  by  Moscow's  trade  house  GUM, 
whose  rents  soared  nearly  30%  in  a  year. 

Aside  from  Moscow,  the  biggest  in- 
creases in  retail  rents  were  posted  by 
Latin  American  cities. 


THE  ECONOMIC 
GAUGES  PERK  UP 

More  robust  growth  for  the  G-7 

Two  months  ago,  Geoffrey  H.  Moore 
of  Economic  Cycle  Research  Insti- 
tute Inc.  warned  that  the  1997  growth 
prospects  for  major  foreign  economies 
looked  quite  weak  and  that  the  ECRl's 
long-tem  indicator  for  the  U.  S.  econo- 
my signaled  an  approaching  slowdown 
(BW — Nov.  11).  Now  he  spies  more 
light  at  the  end  of  the  tunnel. 

Moore  repoits  that  his  gauges  of  cm*- 
rent  economic  activity  for  the  Group  of 
Seven  industrial  nations  have  improved 
across  the  boaixl,  with  the  U.  S.  posting 
the  healthiest  reading.  Moreover,  the 
long-term  indicator  for  foreign  econo- 
mies has  risen  as  well,  suggesting  that 
sound  gi'owth  lies  ahead. 

The  only  threatening  cloud  on  the 
horizon  hangs  over  the  U.S.  economy. 
The  long-range  growth  gauge,  says 
Moore,  still  points  to  a  possible  serious 
slowdown  in  the  fii-st  half  of  this  yeai-. 
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Mary  Cheung,  award-winning  photographer, 
on  Emirates  (award-winning  airline). 
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Emirates 


THE    FINEST    INT  I  I  F.  SKY 


OVER    100   INTEHNATIONAl.   AWARDS,   42   INTERNATIONAL   DESTINATIONS.   FOR   DETAILS   CALL   EMIRATES   OR   YOUR   LOCAL   TRAVEL  AGENT. 

ON   THE   WEO   AT:   h  1 1  p  :  /  /  w  w  w  .  o  k  g  r  o  u  p  .  c  o  m  / 


The  world's  second 


What  fire  did  for  people's 
heating  and  ligfiting  needs,  ihe 
wfieel  undoubtedly  did  for 
transportation,  • 

It  wasn't  until  the  1 930s 
however,  that  transportation  first 
did  justice  to  the  wheel. 


Our  "people's  cor"  was  the 
first  to  embody  our  philosophy  of 
reliability. 

It  was  to  be  a  cor  so  solidly 
designed  it  would  need  little 
more  in  the  way  of  attention  than 
a  regular  oil  change. 


A  cor  so  sturdily  put  together, 
it  could  go  for  ten  or  even  fifteen 
thousand  miles  between  services 

The  name  of  the  car? 

The  legendary  Volkswagen 
Beetle. 

With  over  21   million  models 


rOR  INfORMAIION  ON  IHE  COMPIEIE  VVV  RANGE  CONTACT.  EUROPEAN  MOTOR  DISTRIBUIORS  ITD  NEW  ZEALAND  6J-9-573C  ' 
AUTO  Gil  PTE  ITD  SINGAPORE  65-33B6344  •  UNIVERSAL  MOTOR  TRADERS  ITD  TAIWAN  886-2-73801  23  •  GERf. 


ireatest  invention 


)ld,  it's  the  best  selling  and 
'obably  the  best  loved  car  in 
jtomotive  history. 

It's  also  the  benchmark  by  which 
I  current  and  future  Volkswagen 
3r5  will  ultimately  be  measured. 

Today's  generation  of  Volks- 


wagen cars  are  designed  to  answer 
the  needs  of  the  modern  day  driver. 

Nevertheless  they're  built  to  the 
same  stern  standards  that  we've 
been  using  for  more  than  60  years. 

The  end  result  is  a  family  of 
family  cars  that,  like  the  illustrious 


Beetle  before  them,  will  be 
capable  of  giving  their  owners 
pleasure  more  than  30  years  down 
the  rood. 

/^^\  Volkswagen. 
\\nrj)  The  name  you  can 
rely  on. 


"/  AUSTRAL! A  612-8289144  •  HARMONY  MOIO«S  ITD  HONG  KONG  852-28828938  •  HYOSUNG  CORP  KOREA  82  2  540343  I  2 
OR   WORK  CO.  UD  THAILAND  66-2-9386077- 1  0  1  •  PROTON  PILIPINAS  CORPORATION  PHILIPPINES  632  53  I  462  1 -25 
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Take  the  best  seat  in  the  palace.  A  position  61  floors  above  the  neon  skyline  of  Hong  Kong.  Away  from  the  hustle  and  bustle  of  business, 
surround  yourself  with  spectacular  views.  And  then  relax  and  let  our  attentive  Executive  Floor  butlers  provide  you  with  a  quality  of  service  and 
complimentary  business  facilities*  that  even  a  King  would  envy.  For  more  information  on  our  Executive  Floor  Rooms,  please  coll  your  professional 
travel  agent,  Hilton  Reservations  Worldwide  or  Conrad  International  Hong  Kong  Reservations  directly  on  (852)2822  8828  or  fax  (852)  2845  0882. 

•  AMERICAN  BREAKfASI  lEA  AND  COfFEE  All  DAY  EVENING  COCKIAIIS  AND  CANAPts  lOCAE  lElEPHONE  CAllS  EXTENSIVE  HEAUH  ClUB  FACIIITIES  FAX  AND  ElECIRONIC  SAFE  IN  VOUR  ROOM  NO  SURCHARGE  FOR 

EXPRESS  LAUNDRY/PRESSING  SERVICE  EXECUTIVE  FIOOR  CONFERENCE  ROOM  FOR  TWO  HOURS  DAIIY. 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


TOUGH  MEDICINE  HAS  SIDE  EFFECTS 


JAPAN 


The  recoveiy  continues  to  struggle  in 
Japan.  It  appeai-s  the  economy  grew  in 
the  fourth  quaiter,  but  it  will  face  stiff  fiscal  drag  in 
the  spring. 

Industry  led  growth  last  quai-ter,  lifted  almost  en- 
tirely by  exports.  Output  fell  1.9%  in  November,  but 
that  followed  two  huge  monthly  gains.  In  the  first  two 
months  of  the  foiuth  quaiter,  output  gi-ew  at  a  13%  an- 
nual rate  from  the  third  quarter,  continuing  an  up- 
trend begun  last  spring  (chart). 

Trade  has  been  the  source  of  manufactui-ing's — and 
the  economy's — strength.  Exports  rose  8.5%  in  Octo- 
ber and  an  additional  4.7%  in 
November.  The  trade  surplus 
in  November  was  up  0.2% 
from  its  year-ago  level,  the 
first  such  gain  in  two  years. 
Exports  are  growing  because 
of  the  drop  in  the  yen,  espe- 
cially its  28%  plunge  against 
the  dollar  since  April,  1995. 
Recently,  Japanese  officials 
have  said  a  weak  yen  is  un- 
desirable, but  the  cheaper  yen 


ONE  SOURCE  OF 
ECONOMIC  6R0WTH 
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A  mREE-MONTH  MOVING  AVERAGE. 
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DArA:  MINISTRY  Of  INTERNATIONAL  TRADE  4 
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will  make  Japanese  goods  more  competitive  in  1997. 

The  big  concern  for  growth  is  weak  domestic  de- 
mand, especially  from  consumei-s.  Private  outlays  fell  in 
the  second  and  third  quarters.  And  household  spending 
began  the  fourth  quarter  with  an  October  drop  of  1.5% 
from  a  year  ago. 

One  bit  of  good  news  for  consumers  has  been  the 
small  improvement  in  the  labor  markets.  The  jobless 
rate  fell  to  3.3%  in  November,  from  3.4%  in  October. 
And  the  ratio  of  jobs  to  applicants  has  been  rising  for  a 
year.  Still,  consumer  confidence  remains  weak,  sug- 
gesting small  spending  gains  ahead. 

Demand  v^nill  also  be  hurt  by  cuts  in  government 
spending  that  reduced  1996  economic  grovrth.  Fiscal 
drag  will  be  more  severe  in  the  spring,  when  the  na- 
tional sales  tax  will  rise  to  5%,  from  3%,  and  some  in- 
come-tax breaks  end. 

Some  fiscal  restraint  is  warranted  because,  after 
years  of  recession-fighting  stimulus,  Japan's  deficit 
has  ballooned,  hitting  4.4%  of  the  '96  economy.  Piime 
Minister  Ryutaro  Hashimoto  has  made  deficit-cutting 
a  key  goal.  The  problem  is  that  hitting  that  tai'get 
pretty  much  assures  Japan's  economy  vdll  limp  along 
this  year. 


MARKETS  WILL  STAY  ANTSY  FOR  A  WHILE 


US.  ECONOMY 


The  'economy  was  supposed  to 
slow  down  in  last  year's  sec- 
ond half.  It  did,  but  only  for  one  quarter.  Now,  the 
same  worry  that  arose  last  summer  is  starting  to 
resurface,  especially  on  Wall  vStreet:  Will  excessive 
growth  in  an  economy  already  near  full  employment 
fuel  future  inflation  and  spur  interest  rate  hikes  by 
the  Federal  Reserve? 

It's  a  legitimate  que.stion.  After  slowing  to  a  2.1% 
growth  rate  in  the  third  quarter,  down  from  a  3.3% 
first-half  pace,  the  economy  appears  to  have  sped  up 
again  in  the  fourth  quarter,  back  into  3%  territory. 
Consumers  .spent  with  more  gusto,  partly  because  De- 
cember consumer  confidence  was  at  a  seven-year  high. 

That  buying  rebound,  along  with  stronger  foreign 
demand,  is  spurring  a  pickup  in  manufacturing,  as  sug- 
gested by  the  nation's  purchasing  managers  (chart). 
And  while  lower  long-term  interest  rates  are  buoying 
housing,  the  big  surprise  has  been  business  construc- 
tion, which  has  .surged  in  recent  months. 


THE  INDUSTRIAL  SECTOR 
IS  PERKING  UP 


True,  a  couple  of  one-time 
fillips  appear  to  have  boosted 
the  fourth  quarter,  and  their 
effects  may  reveree  in  the  first 
quarter.  But  right  now,  the 
trends  in  much  of  the  data 
strongly  argue  that  nearly  all 
of  the  risk  in  the  consensus 
foreciust  of  2.1%  gi-owth  in  the 
first  half  of  1997  is  on  the 
side  of  stronger-than-expect- 
ed  growth. 

That's  a  jiroblem  because  the  fomth-quarter  acceler- 
ation places  gi'owth  over  the  four  quarters  of  1996  at 
about  3%.  And  with  the  labor  markets  and  plant  ca- 
pacity already  stretched  thin,  the  economy  cannot  giw 
above  its  long-temi  ti'end  of  alx)ut  21^%  for  long  unthout 
kindling  wage  and  price  ijressures. 

That's  why  the  recent  spate  of  strong  data  has 
caused  unusually  high  volatility  in  the  financial  markets. 
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especially  for  boiuls.  The  yield  on  the  benchmark  30- 
yem-  Treasm-y  bond  rose  back  to  (d.78%  on  Jan.  7,  after 
having  fallen  to  6.35%  on  Dec.  3.  Along  the  way,  the 
Dow  Jones  industrial  average  has  seen  several  100- 
point  swings — even  on  the  same  day.  Wall  Street's  ner- 
vousness reflects  the  fear  that  3%  growth  will  strain 
the  economy's  resom-ces  further  in  1997 — and  lead  to 
Fed  tightening.  And  the  latest  reports  only  fuel  those 
concerns  about  the  outlook. 

FIRST,  CONSIDER  CONSUMERS.  Theii  spending  re 
bound  last  quarter  should  not  have  been  surprising, 
given  sti'ong  labor  mai-kets  and  income  gi-ovrth.  Tliat's  a 
big  reason  why  their  sphits  ai-e  soaring.  The  Conference 
Boai-d's  index  of  consumer  confidence  sm-ged  to  an  ex- 
pansion high  of  118.8  in  December,  led  by  an  appraisal  of 
ciu-rent  conditions  that  was  near  a  record  high. 

Consiuners  also  returned  to  their  leveraged  ways  in 
the  foiuth  quaiter.  Installment  credit  grew  by  $7.4  bil- 
Kon  in  November  on  top  of  the  $6.5  billion  added  in 
October.  Both  are  bigger  than  the  $5.9  billion  month- 
ly average  of  the  thii'd  quarter. 

One  recent  dovmer  for  con- 
THE  BOOM  IN  BUSINESS     sumer  spending  was  the  dip 
CONSTRUCTION         in  December  car  buying.  Sales 
puiyj^j  of  domestic  and  foreign  cars 

NONRESIDENTIAL  — 4.  and  light  trucks  slipped  to  an 
araiual  rate  of  14.5  million  last 
month,  from  14.9  million  in 
November.  Still,  the  quarterly 
average  was  only  slightly  be- 
low that  of  the  third  quarter, 
and  sales  of  nondurable  goods 
and  services  have  been  strong. 
Consumers  ai'e  also  buying  homes.  Despite  the  sum- 
mer backup  in  mortgage  rates,  sales  of  both  new  and 
existing  homes  have  remained  sm-prisingly  strong,  and 
now  the  dechne  in  mortgage  rates  from  then*  summer 
highs  will  buoy  demand  into  1997.  Sales  of  new  single- 
family  homes  sui-ged  14.2%  in  November,  to  an  annual 
rate  of  772,000.  It  was  the  largest  monthly  gain  in  ZVi 
yeai-s.  Homebmlders'  take  on  market  conditions  perked 
up  in  December  for  the  fii-st  time  since  May. 

THE  REALLY  BUSY  consti-uction  companies,  though, 
are  those  putting  up  business  projects  (chait).  Overall 
consti-uction  outlays  rose  a  robust  1.8%  in  November, 
after  adjusting  for  mflation,  following  a  1.4%  advance  in 
October  and  a  1.2%  jump  in  September  Outlays  for 
new  homes  have  held  up,  and  government  projects 
have  been  strong,  but  the  private  nom-esidential  sector 
has  supplied  the  real  power. 

From  July  to  November,  nonresidential  outlays 
posted  the  strongest  four-month  growth  since  1984. 
The  sm-ge  has  been  led  by  commercial  buildings,  main- 
ly offices,  hotels,  and  stores.  Its  roots  are  in  a  healthy 
economy,  strength  in  financial  sei-vices,  and  the  end  of 
the  commercial  building  drought  that  weighed  heavi- 


m:%  Nov.'96 

A  BILLIONS  OF  1992  DOLLARS 
DATA:  COMMERCE  DEPT. 


ly  on  builders  when  the  1980s'  boom  turned  to  bust. 
Industrial  building  has  also  been  strong,  as  has  insti- 
tutional constniction,  including  schools  and  hospitals. 

For  now,  the  boom  has  added  some  unexpected 
oomph  to  fourth-quarter  economic  growth.  Wliether 
that  momentum  can  be  maintained  in  the  fii'st  quarter 
will  depend  on  the  weather,  since  heavy  December 
and  January  flooding  thr-eatens  to  wash  away  parts  of 
the  West.  But  the  high  level  of  contracts  for  nonr-esi- 
dential  projects  closed  in  the  second  half  of  1996  sug- 
gests that  building  will  resume  later  on. 

THE  MOMENTUM  m  the  factory  sector  also  looks  pr-et- 
ty  stui'dy.  To  begin  with,  orders  are  strong.  Dur-able 
goods  bookings,  while  volatile,  ai'e  trending  higher,  and 
orders  for  nondurable  goods  ar'e  especially  strong.  They 
rose  0.8%  in  November,  after  a  1.6%  jump  in  October. 
Bookings  for  nondurable  goods  are  now  gi'owdng  at  a 
pace  similar  to  that  seen  in  1994,  when  the  overall 
factory  sector  was  really  cooking. 

Moreover,  factory  inventories  ar'e  extremely  thin. 
Stock  levels  rose  0.4%  in  November,  but  shipments 
increased  0.9%,  pushing  the  ratio  of  inventories  to 
sales  down  to  1.38,  the  lowest  on  record  (chart).  With 
inventories  low,  output  gains  should  continue  in  the 
new  year  In  particular-,  car-  companies  liquidated  then- 
stocks  at  yearend.  After  being  a  di-ag  on  industr-ial 
output  in  the  fourth  quarter,  car-  production  is  scheduled 
to  provide  a  lift  in  the  fh-st  quarter. 

'The  nation's  purchasing  managers  also  suggest  that 
manufacturing  is  building  up  steam  again.  The  pm-- 
chasing  managers'  index  of  business  activity  rose  in  De- 
cember to  54%,  fi-om  52.7%  m  November  A  reading 
above  50%  means  that  industrial  activity  is  on  the 
rise.  The  December  level  was  the  liighest  sirrce  June, 
and  new  orders  for  the  month  looked  strong. 

Purchasers  also  noted  that 
export  orders  held  at  a  liigh 
level.  The  index  of  foreign 
bookings  averaged  55.9  in  the 
second  half,  up  from  51.9  in 
the  fir-st  half,  suggesting  that 
exports  ar-e  picldng  up.  Indeed, 
sm-ging  exports  ui  October  led 
to  a  sharp  narrowing  in  the 
trade  deficit,  wlrich  provided  a 
boost  to  economic  growth  last 
quarter  However,  the  trade 
gap  has  shown  a  teirdency  in  recent  year-s  to  narrow  at 
yeiu-end,  only  to  widen  ag-ain  in  the  fir-st  quarter  So  that 
source  of  strength  could  r-ever-se  in  early  1997. 

But  bad  weather  and  seasontil  quii-ks  in  the  tr-ade  ac- 
counts aside,  the  economic  data  are  starting  to  tell  a 
consistent  story  of  renewed  gr-owth  at  a  speed  that's 
gi-eater  than  the  economy  can  handle  without  str-aining 
its  available  resources.  Before  Wall  Street  can  settle 
down,  it  will  have  to  see  convincing  evidence  that 
growth  is  falling  back  to  a  more  modest  pace. 


FACTORY  INVENTORIES 
ARE  THIN 
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Asian  Business 


CHINA 


CONCRETE 
CHAOS 


Leaders  scramble 
to  get  a  grip  on 
Guangdong's 
maniacal  growth 

The  sparkling  $240  million  airport  in 
Zhuhai  speaks  volumes  about  how 
this  southern  Chinese  city  wants 
to  be  perceived.  The  ultramodern 
structure — the  country's  largest  airport 
after  the  one  in  Tibet — boasts  an  ar- 
rival and  depai-tui'e  board  in  both  Chi- 
nese and  English,  a  cushy  first-class 
passenger  lounge,  and  shops  iilled  vsdth 
everything  from  XO  rare  reserve  cognac 
to  locally  gi-own  lychees.  "We  think  this 
au-port  represents  the  image  of  China 
and  of  our  special  economic  zone,"  says 
Yu  Rongai,  general  manager  of  Zhuhai 
Airport  Group  Corp. 

There's  just  one  problem:  Only  a  few 
flights  a  day  land  at  Zhuhai.  The  handful 
of  passengers  can  hear  their  footsteps 
echo  off  the  gray  tile  floors.  Located  a 
few  miles  from  a  new  airport  in  Macao, 
Zhuhai's  aii-port  operates  at  just  10% 
of  capacity  and  isn't  expected 
to  break  even  until  2005. 

The  Zhuhai  airport  symbol- 
izes the  lofty  but  ill-conceived 
desires  of  officials  in  the  Pearl 
River  Delta,  the  nerve  center 
of  China's  richest  province, 
Guangdong.  This  region  has 
been  in  the  vanguard  of  Chi- 
na's economic  reform,  boasting 
double-digit  economic  growth 
over  the  past  15  years.  In  a 
1992  tour  of  the  delta,  para- 
mount leader  Deng  Xiaoping 
anointed  the  region's  get-rich 
gi-owth  model  as  the  winning 
formula  for  the  entire  country. 

But  these  days,  the  Pearl 
River  Delta  also  illustrates  the 


pitfalls  of  reckless  development.  At  a 
time  when  money  was  easy — and  Bei- 
jing's backing  solid — independent-mind- 
ed local  leaders  launched  a  building  fren- 
zy with  Uttle  regard  to  coordination  or 
cost.  Now,  the  delta's  cities  are  paying 
the  price.  There  is  massive  duplication 
of  airports,  highways,  and  container 
ports.  A  real  estate  bust  has  left  the 
region  scarred  by  unoccupied  or  half- 
finished  buildings.  Water,  air,  and  even 
noise  pollution  are  becoming  too  seri- 
ous to  ignore. 

With  Beijing  maintaining  a  relatively 
tight  monetary  pohcy  and  with  foreign 
investment  slowing  down,  officials  in 
the  delta  are  no  longer  able  to  build 
whatever,  wherever,  whenever  they 
please.  With  Deng,  92,  infirm  and  no 
longer  calling  the  shots,  his  successors 
are  hesitant  to  channel  more  resources 
to  Guangdong.  "Now  we  have  to  devel- 
op our  economy  with  Umited  funds  and 
capital,"  says  Zhang  Gaoh,  Guangdong's 
senior  vice-governor. 

As  a  result,  Zhang  and  other  provin- 
cial leaders  are  pushing  a  plan  to  whip 
the  province  into  shape  with  fewer  re- 
sources. A  key  element  is  the  Pearl 
River  Delta  Coordination  Council,  com- 
posed of  the  region's  top  leaders.  Their 


GUANGDONG-SHENZHEN  HIGHWAY:  Motorists  sliiiu  it 


ZHUHAI:  What  if  they  built  an  airport  ana 


goal:  coordinate  major  projects  so  that 
the  province  is  positioned  wisely  for  fu- 
ture growth.  The  coundl  will  debate  its 
strategies  to  bolster  Guangdong's  econ- 
omy in  February. 

STRICTER  CONTROLS.  The  focal  point  of 
the  council's  plan  is  Guangzhou,  the 
provincial  capital  and  commercial  hub. 
This  involves  building  a  $1.3  billion  in- 
ternational airport  to  replace  the  inin- 
down  existing  facility.  The 
group  also  has  a  master  plan 
for  the  delta's  28  cities  and 
towns.  Over  the  next  15  years, 
officials  in  the  province  hope 
to  raise  $2S  billion,  most  of  it 
coming  from  foreign  investors. 
To  avoid  more  chaotic  building 
sprees,  the  council  is  to  ap- 
prove all  major  projects  and 
impose  stricter  cost  and  en\n- 
ronmental  controls. 

Guangdong  could  attract  the 
necessary  funds,  analysts  be- 
lieve, provided  it  pays  foreign 
investore  a  premiiun  to  counter 
the  risk  of  investing  in  China 
and  makes  solid  progress  in 
acliieving  refoiTii.  Tlie  big  chal- 


16  BUSINESS  WEEK  /  JANUARY  20,  1997 


body  came?  Meaiiwliile.  Guangzhou  needs  just  sucli  an  ultramodern  facility 


The  Pearl  River  Delta  is  now 
paying  the  full  price  of 
reckless  development: 
Unoccupied  buildings, 
airports  in  the  wrong  places, 
pollution  everywhere 


CHINA 


GUANGZHOU 


ZHUHaH  i^HEN^HEN 

[ziiONGSHAN 

j  i                     ■■  - 

lenge  will  be  to  curtail  the  freewheeling 
independence  that  the  province's  cities 
and  villages  won  during  the  Deng  era. 
After  the  leader's  1992  trip,  nearly 
every  prosperous  city  sought  Beijing's 
permission  to  build  an  airport,  for  ex- 
ample. Many  got  the  go-ahead,  since 
they  were  awash  in  money  from  prop- 
erty sales  and  foreign  investment  and 
had  cultivated  high-level  contacts.  If 
nearby  Hong  Kong  and  Macao  are  in- 
cluded, there  are  now  at  least  eight  air- 
ports within  a  200-kilometer  stretch, 
but  none  of  them  suitable  for  the  busy 
provincial  capital.  But  it  was  Guangzhou, 


despite  its  urgent  need  for  a  decent  air- 
port, that  saw  its  bid  languish,  in  part 
because  of  an  ownership  dispute  be- 
tween the  province  and  the  military. 

Delta  cities  went  just  as  haywire  over 
ports.  Shenzhen,  a  special  economic 
zone,  has  four  major  ports  nearby.  In  all, 
the  delta  has  at  least  13  big  ports,  not 
including  Hong  Kong's  huge  facilities. 
"Everyone  wants  a  deepwater  port," 
says  Richard  Yue-Chim  Wong,  director 
of  the  Hong  Kong  Center  for  Economic 
Research.  "But  if  they  all  have  ports, 
none  can  survive." 

One  key  objective  is  to  coordinate 


development  of  the  transportation  sys- 
tem. A  few  years  ago,  nine  delta  cities 
built  major  highways,  with  few  linkups 
to  each  other  or  to  other  major  roads. 
The  estimated  $2  billion  Guangdong- 
Shenzhen  superhighway,  a  123-kilometer 
toll  road  built  by  Hong  Kong's  Gordon 
Y.  S.  Wu,  hasn't  been  raking  in  the  re- 
turns expected.  That's  in  part  because 
motorists  use  an  adjacent  road  that  isn't 
as  direct  but  is  toll-free.  These  days, 
the  emphasis  is  on  repairing  and  con- 
necting existing  roads  rather  than 
adding  new  ones.  Instead  of  building  a 
superhighway  from  Guangzhou  to 
Zhuhai,  for  example,  authorities  will  im- 
prove the  current  highway. 
NO  SWIMMING.  Guangdong  also  faces  a 
surplus  of  power  generation.  But  au- 
thorities plan  to  nearly  quadruple  ca- 
pacity, to  39,000  megawatts,  by  2010, 
even  though  some  foreign  analysts 
think  the  region's  needs  will  fall  far 
short  of  that.  And  while  the  province 
has  built  major  power  plants,  many  mu- 
nicipalities continue  to  rely  on  their 
own  small-scale,  inefficient  facilities, 
which  pollute  the  most.  Now,  authorities 
say  they  wiU  no  longer  tolerate  flagi-ant 
polluters.  According  to  Wang 
Dingchang,  deputy  director  general  of 
the  Guangdong  Provincial  Planning 
Commission,  "nonpolluting"  sources  such 
as  nuclear  and  natural  gas  will  account 
for  more  than  half  of  energy  supply  in 
2010,  compared  with  17%  now. 

Pollution  of  the  once  fish-filled  net- 
work of  waterways 

 ^  that  fan  across  the 

;  region  is  "the  most 
serious  problem," 
/  says  Li  Yihui,  vice- 

director  of  Guang- 
dong's Environ- 
mental Protection 
Bureau.  Only  60% 
of  the  province's 
rivers  and  streams 
reach  acceptable 
safety  standards. 
One  Guangdong 
city  trying  to  cope  is  Zhongshan,  where 
per-capita  income  is  $1,450.  In  the  1970s, 
the  nearby  Xijiang,  or  West  River,  was 
so  clean  residents  could  swim  in  it.  Now 
the  water  is  so  polluted  that  it  will  take 
up  to  eight  years  to  clean  it,  says  Vice- 
Mayor  Wu  Ruicheng.  Tlie  city  has  moved 
polluting  industries  away  firom  the  river 
and  is  building  a  water-treatment  center. 

With  the  days  of  heady  gi-owth  near- 
ing  their  end,  Pearl  Rivei-  Delta  leadei-s 
must  use  their  funds  and  resources 
wisely — or  risk  jeopardizing  the  future 
of  China's  most  prosperous  region. 
By  Joyce  Barnailimi  in  Guangzhou 
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How  Taiwan's  motherboard 
makers  survived  an  attack 


Intel  wall  pummel  us.  That  was  the 
scary  feeling  at  many  of  Taiwan's 
big  electronics  firms  in  1995,  when 
executives  there  learned  some  star- 
tling news.  Mighty  Intel  Corp.  planned 
to  add  to  its  near  monopoly  in  micro- 
pi'ocessors  by  making  mothei'boards  as 
well.  Motherboards  are  the  guts  of  a 
personal  computer,  and  Taiwan  compa- 
nies had  achieved  dominance  of  this  sec- 
tor by  building  higlily  customized  boards 
at  low  cost.  But  if  Intel  planned  to  mus- 
cle in  on  the  business,  how  would  the 
Taiwanese  fare?  Margins  were  already 
razor  thin,  and  Intel  could  easily  drive 
piices  down  even  further.  Managers  at 
EUtegi-oup  Computer  Systems  Co.,  Tai- 
wan's third-largest  supplier,  slashed 
prices  by  up  to  15%  in  anticipation  of 
Intel's  move.  "Everyone  was  womed," 
says  Marketing  Dii-ector  David  Liu.  "We 
lost  a  lot  of  profit." 

Two  years  later,  the  worst  fears  over, 
Intel's  bold  move  has  not  quite  panned 
out.  Taiwanese  companies  such  as  Elite- 
gi-oup  are  thriving.  One  Taiwanese 
motherboard  maker,  Asiistek  Computer 
Inc.,  has  emerged  as  a  star  peiformer 
on  the  local  stock  market. 
MORE  CLOUT.  And  Intel?  It  had  to  ab- 
sorb a  $475  million  loss  on  inventory 
and  has  scaled  back  its  assault.  The 
Santa  Clara  (Calif)  company  will  put 
out  around  10  million  boai'ds  this  year. 
That  is  15%  of  world  demand,  but  fai- 
less  than  industry  experts  harl  predict- 
ed. In  an  interesting  twist,  everyone 
thinks  Intel  has  still  gain(>d  far  more 
than  it  has  lost.  Even  at  a  lower  pro- 
duction level,  Intel  has  locked  up  key 
customers  for  its  mothoi-hoards,  such  as 
IBM,  Gateway  2000,  and  Dell  Computer. 
Just  as  important,  by  staying  in  the  in- 
dusti-y,  Intel  has  greatly  expanded  its 
power  over  Taiwanese  producers.  Intel 
now  wields  enormous  control  over  it 
design,  a  field  where  Taiwan's  best 


boardmakers  had  begim 
to  make  a  big  impact. 
So  though  its  foray 
shows  that  even  Intel 
can  .stumble,  the  chip- 
maker  has  still  altered 
the  dynamics  of  Tai- 
wan's electronics  sector. 

Intel  got  into  the  motherboard  busi- 
ness as  a  way  to  accelerate  the  mar- 
ket's ti-ansition  to  its  new  Pentium  chip. 
The  company  was  fnistraled  at  the  lack 
of  support  by  independent  boardmakers. 
which  were  still  making  good  profits 
on  4.%-hnse(l  models.  So  Intel  decided 
to  take  matters  into  its  own  hands  by 
making  Pentium-based  motherboard.s. 


CEO  SHIH 

Asiisi  ek,  a  maker  of  mother- 
boards for  workstations  and 
sen'ers,  has  emerged  as  a  star 
on  Taiwan's  stock  market 


The  move  would 
also  throw  an  obst<i- 
cle  in  the  way  of 
catch-up  artists  Ad- 
vanced Micro  De- 
vices Inc.  and  C.^^•ix 
Corp.,  which  were 
developing  their 
own  Pentium-class  chips. 

To  mollify  board  suppliers,  which  re- 
main big  customers.  Intel  in.sisted  it 
wanted  only  to  promote  its  owm  chips — 
not  dominate  the  boai-d  industiy.  Says 
Stanley  Huang,  general  manager  for  In- 
tel in  Taiwan,  "We  never  intended  to 
occujiy  the  whole  fmotherboard]  mar- 
ket." But  that  's  just  how  it  looked  from 
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"Most  people  still  hate  Intel,  but  they  have  to 
cooperate  with  them,"  says  an  analyst 


the  outside  as  Intel  ramped  up  produc- 
tion in  Ireland,  IVIalaysia,  and  the  U.S. 
Then,  as  sales  of  its  boaixls  soai-ed,  Intel 
decided  that  motherboards  could  be  a 
big  moneymaker 

But  Intel  quickly  learned  there  were 
also  hazards  to  the  business.  When  PC 
demand  fell  short  of  projections  in  1995, 
it  was  stuck  with  enoi-mous  inventoiy. 
Intel  took  a  write-down  and  converted 
big  debts  by  such  customei-s  as  Packai'd 
Bell  NEC  Inc.  into  long-term  loans.  "In- 
tel realized  the  whole  thing  had  gotten 
out  of  control,"  says  analyst  Drew  Peck 
of  investment  bank  Cowen  &  Co.  "It 
turned  out  to  be  an  ill-conceived  foray 
into  much  higher  volumes  than 
planned."  Production  plans  were 
slashed. 

BLACK  INK.  Meanwhile,  the  best 
Taiwanese  boardmakers  have  re- 
sponded to  the  Intel  thi-eat  by  get- 
ting even  better  To  stay  in  the 
game,  boardmakers  such  as  Elite- 
group  have  focused  on  smaller  PC 
makers  and  distributors  in  the 
West  and  Japan  that  Intel  cannot 
serve  adequately.  The  company's 
motherboard  business  is  doing  so 
well  that  Elitegroup  has  cb-opped 
its  diversification  drive  into  other 
computer  products  such  as  cd-rom 
drives  and  has  recently  opened  a 
plant  in  Shenzhen,  China,  to  ex- 
pand motherboard  capacity  by  40%, 
to  .500,000  units  pei-  month.  After  a 
loss  in  1996,  it  is  expected  to  post  a 
.$26  million  profit  tWs  year  on  sales 
of  $530  million. 

Asustek,  founded  by  former 
Acer  Inc.  executive  .Jonney  Shih, 
has  excelled  at  the  strategy  of  go- 
ing even  further  upmarket  into 
more  lucrative  niche  products.  With 
a  solid  reputation  for  innovative 
design,  Shih  markets  boards  under 
the  Asustek  brand  to  makers  of 
high-end  systems  such  as  worksta- 
tions and  servers.  The  company  is 
also  a  key  test  site  for  new  Intel 
CPUS, 

generation  boards  months  ahead  of 
rivals.  In  fact  many  of  Shih's  cus- 
tomers, who  are  regional  computer 
companies,  have  beaten  giants  such 


vive  in  a  cutthroat  and  rapidly  evolving 
industiy,  feel  Intel's  travails  proved  that 
companies  such  as  Intel  "don't  have  our 
flexibility,"  says  Ernest  Chen,  senioi- 
vice-president  at  First  International 
Computer  Inc.,  Taiwan's  No.  2  supplier. 

Taiwan's  resilience  has  also  helped 
Intel  realize  that  it  needs  to  let  inde- 
pendent producers  prosper:  They  supply 
huge  volumes  of  boards  to  myi-iad  dis- 
tributors that  Intel  would  never  be  able 
to  sei-ve  efficiently  on  its  own.  As  a  re- 
sult, Taiwan's  global  shai-e  of  boai'ds  not 
produced  in-house  by  PC  makers  rose 
from  65%  in  1995,  when  Intel  jumped  in, 
to  an  estimated  74%  in  1996.  Having 


INTEL'S  POWER  PLAY 

GOAL  Boost  market  acceptance  of  its  design 

enabling  it  to  turn  out  next-    standards  and  newest  microprocessors.   chips  from  rivals, 

STRATEGY  Cut  computer  makers'  reliance  on  clenies.  "Most  If  "1^'^  f  1  l^^e  n 

middlemen  by  also  becoming  a  major  producer  ^el,  but  they  have  to  coope.  ate 
of  circuit  boards,  an  industry  dominated  by 


more  allies  in  the  industry  reduces  the 
risk  that  Intel  could  misjudge  the  mar- 
ket and  open  opportunities  for  its  ri- 
vals. "Users  are  demanding  a  lot,"  says 
Shiau  Wen-Shone,  AMD's  Taiwan  general 
manager,  "and  Intel  can't  satisfy  all  their 
requirements." 

Still,  Intel's  ability  to  force  the  entire 
PC  industry  to  move  in  lockstep  has  nev- 
er been  gi'eater.  By  keeping  a  15%  to  20% 
share  of  the  market,  Intel  has  speeded 
market  acceptance  of  new-generation 
chips.  It  can  also  influence  prices  and 
force  other  makers  to  be  more  in  sync 
with  its  own  development  plans,  such  as 
its  upcoming  mmx  chip.  One  casualty  has 

FINDING  A  NICHE 

Asustek's  innovative  designs 
win  it  premium  prices  and  fat 
margins  on  its  boards 

been  product  differentiation. 
"There's  not  much  difference  be- 
tween motherboards,  because 
they're  all  using  the  same  chips," 
says  Dataquest  Inc.  analyst  Nathan 
Brookwood.  What's  more,  Intel's 
move  into  boards  has  secm'ed  it  a 
solid  hold  on  the  high-end  mai'ket 
for  "chipsets,"  packages  of  specialty 
semiconductors  linking  microproces- 
sors to  the  rest  of  the  cii'cuits  on 
the  board.  That  gives  Intel  a  big 
voice  in  the  futui-e  of  PC  design. 

Even  though  they  are  glad  to 
have  survived  the  Intel  threat, 
most  Taiwanese  industry  execu- 
tives are  unhappy  with  heavy  de- 
pendence on  Intel.  They  have  been 
relegated  to  low-end,  thin-margin 
business  or  to  small  volumes  of 
high-end  boards.  Either  way,  they 
remain  vulnerable  to  the  whims  of 
Intel's  chip-allocation  policies. 

Taiwanese  companies  fear  that 
Intel's  top  priority,  in  a  time  of 
shortage,  will  be  to  supply  favoi'ed 
customers  over  those  who  also  buy 
a  charge  Intel 


as  IBM  and  Compaq  Comput 
Corp.  to  the  market  with  .systems 
using  new  Intel  chips.  As  a  result, 
Asustek  enjoys  net  margins  of 
around  27%,  comparerl  vrith  the  in- 
dusti-y  norm  of  8%  to  5%. 

Taiwanese  boardmakers,  which 
had  long  ago  learned  how  to  sur- 


ter    J?-''^--'   in  Taiwan.  Taiwanese  producers 


with  them,"  says  Pei-ek  Tien,  elec- 
tronics analyst" at  INC.  Barings  Ltd. 


RESULT  Intel  seized  major  share  of  mother- 
board market,  speeding  up  acceptance  of  the 
Pentium  and  boosting  control  over  standards. 
But  big  losses  forced  it  to  scale  back  produc- 
tion, leaving  room  for  Taiwanese  to  prosper. 
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may  gtaimble  about  the  rolation- 
shiji.  Hut  for  now,  they  will  live 
with  it  as  long  as  Intel  leaves  them 
enough  room  to  survive. 

B]i  Jovaihnn  Moore  hi  Taipei, 
with  Andy  Reinhardt  in  San 
FrancL'ico 
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European  Business 


EUROPE 


SUDDENLY,  EUROPE'S 
SHOPKEEPERS  ARE  MAKING  NICE 

Slumping  economies  and  competition  from  the  U.S.  have  retailers  pushing  service 


Every  90  seconds,  a  bus  or  tram 
disgorges  eager  shoppers  into 
Centro,  a  sprawling  new  $1.4  bil- 
lion shopping  complex  in  Ober- 
hausen,  smack  in  Germany's  industrial 
heai-tland.  To  battle  the  Teutonic  dis- 
dain for  service,  Centro  offei-s  its  200  re- 
tailei-s  a  thi-ee-day  course  to  teach  their 
clerks  the  ait  of  smiling.  Shoppers  can 
munch  sausages  or  sip  champagne. 
Wheelchairs  and  baby  carriages  are  free 
to  use.  A  Kinderland  takes  care  of  kids. 
That's  a  key  atti-action  for  Kirsten  Lind- 
ner-Janssen,  35.  "Centro  is  outstand- 
ing," she  beams,  as  her  five-year-old  son 
dai"ts  for  the  toys. 

Faced  with  sluggish  consumer  spend- 
ing and  mounting  competition  from  the 
U.S.,  Europe's  retailers  are  searching 
for  new  ways  to  pry  open  shoppers' 
wallets.  Some  are  discovering  old-fash- 
ioned service.  Others  are  pushing  into 
such  nontraditional  businesses  as 
financial  services.  A  few  are  experi- 
menting with  high-tech  retaiUng,  and 
others  are  locating  in  new  venues,  from 
designer  outlets  to  regional  supermalls. 
Sure  enough,  European  shopping  habits 
are  changing.  Instead  of  making  daily 
trips  to  the  butcher,  baker,  and  fruit 
stand,  many  Europeans  now  travel  to 
out-of-town  supercenters  for  a  weekly 
grocery  shopping  expedition. 
TIGHT  CONTROLS.  But  with  European 
retailing  in  the  doldrums  since  1993, 
shopkeepers  badly  need  new  ways  to 
persuade  shoppers  to  part  with  their 
hard-earned  francs,  German  marks,  and 
Ure.  Across  Europe,  retail  sales  are  fiat, 
with  department  stores,  chains,  mail-or- 
der houses,  and  hypermarkets  selling 
less  by  volume  in  1996  than  they  did 
three  years  earlier,  according  to  the 
most  recent  Organization  for  Economic 
Cooperation  &  Development  figures. 
Britain  and  the  Netherlands,  whose 
economies  ai-e  relatively  healthy,  posted 
good  Christmas  results.  But  across 
much  of  the  Continent,  the  European 
Union  repoi-ts  that  pei-sonal  consumption 
flagged  in  1996  and  is  expected  to  re- 
main poor  this  year. 


Compounding  the  prob- 
lem are  the  tight  regula- 
tions that  have  long  ham- 
pered European  retailers. 
Opening  hours,  discount- 
ing, and  opportunities  to 
build  out-of-town  stores 
remain  firmly  controlled — 
ostensibly  to  defend  small 
shopkeepers  and  city  cen- 
ters against  huge  subur- 
ban malls.  Now,  the  first 
cracks  of  deregulation  are 
starting  to  appear  on  the 
Continent.  On  Nov.  1,  for 
instance,  Germany  began 
allowing  retailers  to  stay 
open  longer  on  week- 
nights  and  Saturdays. 

But  the  outlook 
for  consumer  spending 
remains  bleak.  On  top 
of  wallet-squeezing 
economies,  Europe's 
home-team  retailers  face 
a  new  wave  of  competi- 
tion as  foreign  chains  pile 
into  their  slowly  opening 
markets.  The  U.  S.  spe- 
cialty chain  Sunglass  Hut 
International  Inc.  plans  to 
expand  to  400  stores  in 
Europe  by  2000,  up  from 
around  110  now  in  11 
countries.  Already,  Foot 
Locker  and  Toys  'R'  Us 
each  have  more  than  200 
stores  across  Europe. 


CHEERLESS 


Across  much  of 
the  Continent, 
the  holiday  selling  season  was  grim,  though 
Britain  and  the  Netherlands,  whose  economies 
are  relatively  healthy,  posted  good  results 
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To  combat  the  U.  S.  chain-stores  in- 
vasion, some  European  retailers  are 
teaming  up  \vith  the  enemy.  France's 
top  hypermarket  chain,  Carrefour,  for 
instance,  has  a  joint  ventm-e  with  Office 
Depot  Inc.  Others  are  copying  Ameri- 
can formats.  Britain's  Next  PLC  chain 
has  "done  the  Gap  in  the  U.  K.  very 
successfully,"  says  Jonathan  Reynolds,  a 
fellow  at  Oxford  University's  Institute 
of  Retail  Management. 

The  competition  is  also  forcing 
retailers  to  rethink  their  service 
philosophy.  For  the  first  time  this 
Christmas,  shoppers  at  France's  Ga- 
leries  Lafayette  could  drop  off  their 
kids'  wish  hsts  in  the  toy  depaitment 

»7 


and  return  later  to  pick  up  their 
wrapped  gifts.  Italy's  sma,  a  super- 
market chain  controlled  by  the  Agnelli 
elan,  offered  a  first-time  Christmas  spe- 
cial: For  $40,  shoppers  could  get  a  com- 
plete Christmas  dinner  delivered 
to  their  homes,  with  a  menu  that  in- 
cluded lobster.  And  Tesco  PLC,  Britain's 


No.  1  supermarket  chain,  kept  16  of  its 
stores  open  24  hours  a  day  during  the 
holidays. 

Another  strategy  to  boost  sales  has 
been  to  squeeze  more  revenue  out 
of  existing  customers.  Pushing  to  sell 
stocks  alongside  socks,  the  London- 
based  Marks  &  Spencer  PLC  chain 
now  offers  its  customers  mutual  funds, 
consumer  loans,  and  personal  equity 
plans,  as  well  as  its  famed  chicken  Kiev 
and  conservative  suits.  Launched 
in  the  mid-1980s,  financial  services 
are  now  the  fastest-growing  part  of 
M&s's  portfolio,  with  sales  up  15% 
through  the  half-year  to  Sept.  28,  to 
$167  milHon. 


NEW  TRICKS 
TO  CATCH 
CONSUMERS 

LONGER  STORE  HOURS 

Since  Nov.  1,  Germany  has 
allowed  stores  to  remain  open 
until  8  p.m.  on  weekniglits  and 
4  p.m.  on  Saturdays.  For  the 
first  time,  some  stores  in 
Britain  stayed  open  24  hours 
during  the  holidays. 

FANCIER  OUTLETS 

Designer  malls  recently  opened 
in  France  and  Britain,  with 
more  planned  for  Austria  and 
Germany.  Centre  in  Ober- 
hausen,  Germany's  first  regional 
superman,  attracted  250,000 
shoppers  on  its  opening  day. 

BEnER  SERVICE 

France's  Galeries  Lafayette 
department  store  now  helps 
shoppers  pick  and  wrap  gifts. 
Britain's  Marks  &  Spencer, 
which  just  opened  its  first  store 
in  Germany,  has  trained  sales 
staff  in  Britain  to  offer  shop- 
pers friendlier  service. 

DATA;  BUSINESS  WEEK 

GERMANY'S  NEW  CENTRO 
MALL  OFFERS  SHOPPERS 
SAUSAGES  AND  CHAMPAGNE 


Britain's  biggest  supermarket  chains 
are  following  M&s's  example.  Last  No- 
vember, Safeway  Stores  PLC,  a  spin- 
off of  the  U.  S.  chain,  announced  a  deal 
with  Abbey  National  PLC  to  offer  an  in- 
terest-bearing debit  account.  Money 
that  is  kept  on  deposit  to  buy  gi-oceries 
earns  5%  interest.  Tesco  recently  in- 


troduced a  similar  account.  J.  Sains- 
bury  PLC,  the  No.  2  chain,  has  even  ap- 
plied for  a  bank  Hcense. 

Among  the  biggest  changes  is  the 
spread  of  big-time  shopping  beyond 
the  concentrated  urban  centers.  Jalla, 
a  French  manufacturer  that  makes 
linens  for  Yves  St.  Laurent  and  Chris- 
tian Dior,  recently  opened  its  first 
outlet  store  at  the  year-old  Boutiques 
de  Fabricants  in  Ti-oyes.  Britain's  baa 
PLC,  which  controls  airports  and 
airport  shopping,  is  working  with 
U.  S.-based  developer  MacArthur/ 
Glen  Europe  to  build  outlet  malls 
across  Europe. 

Even  more  new-fangled  is  electronic 
retaihng.  Nestle,  for  instance,  is  selling 
directly  to  Swiss  consumers  as  part 
of  an  interactive  TV  trial  with  Swiss 
Telecom.  French  mail-order  house 
La  Redoute  Catalogue  recently  intro- 
duced an  interactive  cd-rom.  Quelle 
Schickedanz,  a  $5.3  billion  German  mail- 
order house,  has  leapt  into  the  bur- 
geoning home-shopping  market  by  buy- 
ing 29%  of  Home  Order  Television, 
Germany's  first  TV  shopping  network 
modeled  after  the  U.  S.  Qvc.  Founded  a 
year  ago,  HOT  already  reaches  6.5  mil- 
lion households.  Quelle  is  also  offering  a 
CD-ROM  version  of  its  catalog  and  is 
taking  in  $43  milhon  a  year,  or  2%  of 
sales,  across  the  Internet.  Its  goal:  to 
get  10%  of  sales  fi'om  such  new  media 
within  a  decade. 

MANY  DEALS.  A  more  traditional  way 
to  gain  clout  in  the  mai-ket,  of  com-se, 
is  to  consohdate.  That's  what  France's 
Carrefour-  did  when  it  announced  last 
month  that  it  would  buy  33%  of  Grands 
Magasins  Bouriez,  which  conti-ols  small- 
er rival  Cora,  for  an  estimated  $1  bil- 
hon.  The  deal  gives  Carrefom-  a  pres- 
ence in  northeastern  France,  an  area 
where  it  had  few  stores  before.  In  the 
Netherlands,  supermarket  chain  De 
Boer  last  year  bought  a  smaller  gi-oup 
called  Unigi-o,  and  Albert  Heijn  super- 
markets acquired  Primarkt. 

European  shoppers  seem  to  appreci- 
ate the  friendly  new  retail  environ- 
ment. In  the  wealthy  Brussels  neigh- 
borhood of  Uccle,  shop  owners  kept 
their  stores  open  longer  on  the  Sun- 
days before  Christmas— and  were  re- 
warded with  a  last-minute  jump  in 
sales.  "People  waited  until  the  last 
moment,"  says  Computer  Square  own- 
er Patrice  Cholewka,  whose  sales  were 
up  5%  this  Christmas  over  last  year. 
Perhaps  when  moi-e  customei-s  realize 
that  Europe's  retailers  are  going  out  of 
their  way  to  make  shopping  easier, 
they'll  open  their  wallets  at  last. 

By  Julia  Flipin  in  London,  with 
Karen  Lowry  Miller  in  Bonn,  William 
Echikson  in  Brussels,  Mia  Tiinephi  in 
Paris,  and  Monica  Lamer  in  Rome 


BUSINESS  WEEK  /  JANUARY  20,  1997  21 


European  Business 


ITALY 


THE  MAN  WHO'S  GIVING 
MONOPOLY  THE  BOOT 

Giuliano  Amato  is  bringing  fair  competition  to  Italy 


m; 


Iost  Italians  are  having  a  bleak 
wnter.  The  economy  is  in  deep 
freeze,  taxes  are  going  up,  and 
sm-veys  show  that  the  average  citizen  is 
jittei-y  about  the  futm-e.  But  one  bright 
spot  could  make  it  easier  for  Italy  to 
shake  off  its  blues:  From  ceUulai*  phones 
to  aii'line  tickets  to  cai-  insui'ance,  prices 
are  coming  down,  and  choice  is  going 
up.  Thanks  to  the  pioneeiing  efforts  of 
Italy's  Antitrust  Authority,  many  in- 
dustries are  seeing  fail-  competition  for 
the  ih'st  time.  As  a  result,  ItaUan  infla- 
tion is  down  to  its  lowest  levels  since 
the  mid-1960s. 

If  competition  is  finally  reaching  Italy, 
traditionally  one  of  Eui'ope's  most  mo- 
nopolistic and  state-dominated  econo- 
mies, it's  lai'gely  because  of  the  efforts 
of  the  authority's  boss,  former  Prime 
Minister  Giuliano  Amato.  Since  1994, 
the  56-yeai-old  graduate  of  Columbia 
University  School  of  Law  in  New  York 
has  tui-ned  a  little-known  and  under- 
staffed institution  into  one  of  the  most 
outspoken  supporters  of  the  free  market 
in  the  counti-y.  The  aim,  says  Amato, 
is  changing  a  culture  in  which  "salvation 
was  sought  by  putting  faith  in  the  state 
rather  than  in  the  mai'ket." 
SAY  CHEESE.  No  sacred  cow  in  Italy 
seems  safe  from  Amato's  surprisingly 
effective  trustbusters  (table).  In  early 
December,  the  authority  launched  an  in- 
quiiy  into  hnks  between  Italy's  state- 
owned  tobacco  monopoly  and  Philip  Mor- 
ris Cos.  for  allegedly  shutting  the  Itahan 
cigarette  mai'ket  off 
fi'om  ft'ee  competi- 
tion. Just  days  be- 
fore, it  had  attacked 
state-controlled  ener- 
gy gi-oup  Agip  for  its 


ports.  Even  the  600  com- 
panies that  make  up  the 
consortium  of  Parmesan 
cheese  producers  have 
come  under  attack  from 
the  authority  for  alleged 
price-gouging. 

Operating  only  since 
1990,  the  authority  was 
slow  to  take  off  imder  its 
first  chief,  an  eminent  but 
elderly  jurist.  Amato's 
nomination  in  November, 
1994,  bolstered  the  pres- 
tige of  the  young  institu- 
tion. Although  Amato  has 
long  been  affihated  with 
the  now  disgraced  Social- 
ist Party,  he  maintained  a 
reputation  for  integrity. 
And  duiing  liis  10-month 
tenure  as  Prime  Minister, 
Amato  made  the  fii'st  bold 
moves  to  privatize  ItaUan 
state  industry.   

At  the  Antitrast  Authority,  his  ambi- 
tious attempts  are  already  paying  off. 
Six  new  airlines  now  serve  Italian  cities, 
and  some  fares  have  fallen  as  much  as 
40%.  Pressure  on  state-owned  Telecom 
Italia  has  not  only  helped  to  lower  some 
of  the  highest  long-distance  tai'iffs  in 
Em-ope,  it  has  also  piied  open  Italy's 
cellular-telephony  market,  the  world's 
fastest-growing. 

Italy's  Antitiust  Authority  lacks  the 
sharp  enforcement  teeth  of  the  U.  S. 


Federal  Ti-ade  Com 
mission  or  the  Eui-o- 
pean  Union's  Compe- 
tition Directorate. 
But  what  it  does  en- 

Bj  5'""!^  ^'■Bv            -I,,  x„„  ,ioy — like  its  German 

allegedly  unfair  dom-    Pi^i? L'L^'l'^fldpmjn  a  n_ce   -Ijolmteipmt,  the  pow 

•Fined  Alitalia  airline  for  keep- 
ing rivals  from  domestic  routes 


HOW  AMATO  IS 
MAKING  HIS  MARK 

Probing  state  tobacco  monop- 


mance  of  gasoline 
distribution. 

Last  November, 
the  authority  fined 


•Accused  energy  group  Agip  of 


flag  carrier  Alitalia    ?.°/il?rmgg_a_s  distribution  the  few  entities 


for 


blocking  the 
new 


•Attacked  Parmesan  cheese 
^SL^S    -^-i!^CP[^:^xing. ........ 

by  virtue  of  its    •Forced  state-owned  Telecom 


tight  control  of  land-     Italia  to  cut  long-distance  rates     permeates  most  of 


ing  slots  at  the  Mi 
Ian  and  Rome  air- 
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AMATO:  Shifting  control  from  the  state  to  the  market 


internal  i-ules  against  accepting  gifts  and 
favors  are  among  the  strictest  in  the 
countiy 

Amato  doesn't  always  get  his  way. 
When  he  and  his  German  countei-parts 
called  for  a  Em-opean  antitrust  body 
that  would  be  mdependent  of  the  Eui'o- 
pean  Commission  in  Bi-ussels,  they  met 
with  resistance  fi'om  EC  bui'eaucrats. 
Amato  aides  say  that  creation  of  an  in- 
dependent authority  that  splits  pohcy- 
making  from  enforcement  is  only  a 
question  of  time  in  an  inci-easingly  inte- 
gi'ated  Europe. 

There's  still  much  work  to  be  done 
back  in  Italy,  where  a  long  tradition 
of  state  industry  and  a  clubby  version 
of  capitalism  have  stunted  the  gi-owth 
of  a  fi"ee-market  culture.  And  Amato 
himself  may  have  moved  on  by  the 
time  Italian  habits  truly  change.  He 
might  return  to  politics,  where  his 
name  has  been  mentioned  as  a  possible 
leader  of  Italy's  center-left  coalition  if 
current  Prime  Minister  Romano  Prodi 
stumbles.  That's  in  the  future,  though. 
As  Amato  would  be  the  first  to  sug- 
gest, his  task  of  making  Italy  a  freer 
and  more  competitive  market  is  far 
from  finished. 

By  John  Rossant  in  Rome 


erful  and  much  older 
Bundeskailellamt — is 
independence  and 
prestige.  It's  one  of 


Italy  that  is  vutually 
fi'ee  from  the  inces- 
sant political  influ- 
ence-peddling that 


the  Italian  govern- 
ment. Tlie  authority's 
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FRANCE 


CLUB  MED: 

LIFE  IS  NOT  A  BEACH 

Earnings  are  down,  and  the  resort  operator  may  be  buyout  bait 


As  the  coldest  winter  in  35  years 
freezes  Eui-ope,  Serge  Tiigano 
ought  to  be  beaming  like  tropical 
sunshine.  The  record-low  temperatui-es 
have  many  Eui'opeans  longing  for  sun, 
sea,  and  sand — just  the  fai'e  that  the 
chainnan  of  Paiis-based  Club  Mediter- 
ranee  serves  up  at  his  110  resorts  in 
such  places  as  Mexico,  Morocco,  and 
Tahiti. 

Instead,  things  have  been  looking  dis- 
tinctly off-season  for  Club  Med.  Growth 
is  stalling,  and  earnings  are  down.  Now, 
the  company,  one  of  the  world's  top  va- 
cation marketers,  is  looking 
more  and  more  like  a  takeover 
candidate.  Last  December,  Club 
Mod's  five  core  shareholders 
ended  a  pact  to  maintain  a 
32.5%  holding,  effectively 
putting  the  company  in  play.  In 
the  process,  50-yeai--old  "Irig- 
ano,  son  of  Club  Med  co- 
founder  Gilbert  Trigano,  could 
find  himself  out  of  a  job  if 
things  aren't  fixed  in  a  hurry.  "I 
have  to  take  responsibility  for 
what's  happened,"  he  says. 

Even  TVigano  admits  that 
transforming  Club  Med  from 
an  icon  of  the  sybaritic  singles 
scene  to  a  concept  appealing 
to  a  family  market  has  been 
an  uphill  battle.  The  company 
recently  warned  that  profits 
would  be  lower  than  expect-, 
ed.  Last  year,  Trigano  had' 
been  forecasting  a  turnaround  in  com- 
pany fortunes. 

The  setback  hasn't  sat  very  well  with 
the  six-year-old  grouping  of  big  share- 
holders, including  Italy's  AgnelU  clan. 
Others  vdth  a  hefty  stake  are  France's 
state-owned  Caisse  des  Depots  & 
Consignations,  Saudi  financial  group  Ro- 
laco,  -Japan's  Nippon  Life,  and  Compag- 
nie  Financi^re  Benjamin  &  Edmond  de 
Rothschild. 

LOUDER  WHISPERS.  The  shareholders' 
pact  could  not  withstand  the  sharp  drop 
in  Club  Med's  shares — off  40%  since  last 
May,  to  less  than  $60 — even  as  the 
French  bourse  climbed  to  new  highs 
(chart).  The  group  had  set  a  13%  ceiling 
on  individual  stakes,  and  any  shares 
sold  by  any  of  the  group  had  to  be  of- 
fered first  to  other  pact  members.  Ever 
since  the  five  decided  not  to  renew  their 
annual  pact,  analysts  in  London  and 


Paris  have  been  abuzz  with  takeover 
ramors. 

It's  not  hard  to  see  why  Trigano's 
backers  have  lost  confidence.  Sales  last 
yeai'  wobbled  downwai-d  to  $1.6  billion, 
slightly  lower  than  in  1995.  Estimated 
1996  earnings,  at  around  $38  million, 
ai-e  fai-  from  the  $80  million  profit  that 
Ti-igano  had  been  predicting. 

Club  Med  needs  more  than  just  a 
quick  fix.  While  the  company  dominated 
the  niche  of  all-inclusive,  one-price  va- 
cation villages  in  the  late  1970s  and  ear- 
ly 1980s,  it  spawned  a  host  of  imita- 


fusion  about  what  Club  Med  has  to  of- 
fer. As  family  emphasis  replaced  the 
swin^ng-singles  scene  in  the  late  1980s, 
especially  in  the  U.S.,  Club  Med  at- 
tempted to  create  more  resorts  offeiing 
such  things  as  day  care  and  tennis  train- 
ing for  tots.  But  singles,  expecting  to 
boogie  late,  were  often  disappointed. 
"We  have  learned  that  market  segmen- 
tation is  important,  especially  in  the 
U.  S.,"  says  Trigano. 
OVERHAUL.  Now,  Trigano  is  straggling 
to  build  an  image  that  appeals  to  sin- 
gles, couples,  and  families.  To  pursue 
that  policy,  'Trigano  last  year  hired  a 
Coca-Cola  Co.  marketing  executive  to 
run  the  U.  S.  division  and  has  brought 
in  fresh  management  elsewhere. 

Meanwhile,  who 
might  make  a  FAMILY  VALUE 
play  for  Club  Clubs  no  longer 
Med?  Some  ana-  cater  mainly  to 
lysts  point  to       .    .      .  , 
Britain's  Rank  Or-   Swinging  Singles 
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tors — from  Britain's 
Club  18-30  to  Sandals, 
a  Caribbean  resort  for 
couples.  And  while  Club 
Med  may  still  be  the 
most  famous  name,  it  is 
often  perceived  nowa- 
days as  too  pricey  and 
too  inconsistent. 

In  the  U.  S.,  a  crucial 
Club  Med  market,  Car- 
nival Cruise  Lines  Inc. 
has  been  a  particularly 
tough  rival  in  offering 
all-inclusive  vacations  on 
its  luxury  ships.  A  sleeker  marketer 
than  Club  Med,  Carnival  promises  the 
added  excitement  of  different  ports  of 
call.  And  Carnival's  profit  margins  are 
up  to  10  times  Club  Med's,  thanks  to 
higher  occupancy  rates. 

The  problem  may  be  consumer  con- 
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ganization  PLC,  owner 
of  the  Hard  Rock  Caf6 
chain  and  a  lai-ge  oper- 
ator of  casinos  and  hol- 
iday tours. 

'Tiigano  himself  jokes 
that  the  list  of  i-umored 
buyers  of  Club  Med 
seems  to  be  growing 
evei-y  day,  from  Virgin 
Atlantic  Ainvays  Ltd.'s 
Richard  C.  Branson  to 
ITT  Corp.  and  even 
Saudi  billionaire  Prince 
Alwaleed  bin  TaM  bin 
Abdulaziz  Alsaud.  If  it  does  get  sold, 
says  Ti-igano,  his  preference  is  for  "a 
company  that  will  preserve  Club  Med's 
culture  of  happiness,  generosity,  and 
kindness."  But  one  thing  is  missing 
from  that  list:  perfonnance. 

Bij  Sharon  Reier  in  Paris 
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EUROPE 


BACK  ON  THE  LIFT 
IN  AUSTRIA 

"Carving"  skis  boost  sales- 
and  efficiency  is  up 

When  snow  piled  up  in  the  Alps  in 
December,  officials  in  the  Austri- 
an ski  town  of  Lech  cooked  up  a 
special  deal  to  lure  folks  to  the  slopes. 
Early  birds  could  rent  a  pair  of  innova- 
tive hom-glass-shaped  skis  and  get  a 
day-long  lesson  on  how  to  make  sweep- 
ing turns  on  them,  all  for  $60,  iacluding 
lift  ticket.  The  new  skis,  which  are 
wider  at  the  tip  and  tail  so  they  cai-ve 
like  a  snowboard,  have  caught  on.  "The 
demand  was  really  surprising,"  says 
Bruno  Strolz,  an  official  at  the  Lech  Ski 
School.  With  the  holiday  rush  over,  he 
adds,  "we're  thinking  about  offering  a 
similar  package  deal." 

The  carving  ski  craze  is  welcome 
news  to  the  struggling  Austrian  sld- 
making  industi-y.  Once  uraivaled  leaders 
of  a  $600  million  world  market,  the  Aus- 
trians  fell  off  a  cliff  in  the  eariy  '90s.  A 
slumping  Japanese  market,  strong  com- 
petition from  French  manufactm-ers,  and 
the  snowboard  boom  sent  companies 
such  as  Atomic  Austria,  Head  Sport, 
and  Blizzard  careening  into  insolvency. 

But  Austria's  biggest  sld  makers  now 
seem  poised  for  a  comeback.  Strong  sales 


of  the  high-margin  cai"ving  skis  wUl  help. 
More  important,  companies  have  closed 
inefficient  factories  and  shed  workers  to 
trim  costs.  Foreign  investore  now  control 
four  of  Austria's  six  ski  makers  and  have 
poured  in  new  capital  to  modernize 
equipment  and  boost  research  and  de- 
velopment budgets.  Professional  man- 
agers are  focusing  more  on  the  bottom 
line.  "The  ski  industi-y  is  in  a  crisis," 
says  Christoph  Schindler,  managing  di- 
rector of  ski  maker  Fischer  Inc.  "We 
have  to  be  a  low-cost  producer." 
"SOLD  OUT."  Some  further  consolidation 
is  likely  among  Austria's  ski  makere.  But 
worldwide  sales  of  skis,  which  plunged 
50%  in  the  last  decade,  to  an  estimated 
4.2  million  pairs  this  season,  are  leveling 
off.  That  will  ease  the  price  pressure 
that  has  pinched  mai'gins.  In  fact,  sales  in 
the  European  market— the  world's  lai'g- 
est,  with  roughly 
40%— are  expected 
to  rise  slightly, 
thanks  to  carving 
skis.  "Some  compa- 
nies are  sold  out  on 
carving  skis,"  says 
Idaus  Hotter,  a  Head 
vice-president. 

Moreover,  arch- 
rivals  Slds  Rossignol 
and  Salomon  under- 
estimated the  carving 
trend,  giving  the 
Austrians  a  head 
start.  The  French 
companies,  which 
lead  the  industry 
with  a  combined  42% 
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market  share  (chart),  account  for  60% 
of  downhill  ski  sales  in  the  trendsetting 
U.  S.  mai'ket  and  about  30%  in  Em-ope. 
Rossignol  and  Salomon  now  find  them- 
selves in  the  unusual  position  of  playing 
catch-up.  "We  were  slow  at  first,"  ad- 
mits Rossignol  official  Yves  Reverchon. 
U.  S.-based  k2  has  also  pushed  into  car\'- 
ing  skis  but  is  a  weak  player  in  Europe. 

The  best-positioned  Austrian  compa- 
nies are  Atomic,  Fischer,  and  Head.  All 
have  streamlined  in  recent  years.  In 
December,  1994,  for  example,  Amer 
Group,  a  Finnish  sporting-goods  con- 
glomerate, bought  Atomic.  Amer  closed 
one  of  the  company's  two  factories  and 
completely  retooled  the  other.  Workers 
agreed  to  flexible  schedules,  including 
weekend  shifts,  to  handle  heavy  sea- 
sonal demand.  Such  measures  helped 
boost  Atomic's  productivity  30%,  says 
Roger  E.  Talermo,  Ameris  ceo.  He  ex- 
pects a  loss  in  1996  but  says  Atomic 
will  return  to  the  black  this  year. 

Fischer,  located  in  the  small  farming 
village  of  Ried  im  Innkreis,  has  gone  a 
step  further.  In  late  1995,  the  company 
set  up  a  joint  ventm-e  in  Ukraine  to 
produce  220,000  inexpensive  skis,  such 
as  entry-level  downhill  models  priced 
at  $200  a  pair.  Workers  there  earn  just 
$70  a  month,  vs.  $1,660  in  Austria.  At 
its  main  Austiian  factory,  meanwhile, 
Fischer  added  new  machinerj'.  The  plant 
now  produces  as  many  skis  as  in  1990 — 
500,000— but  with  400  fewer  workers. 

Head  has  trimmed  costs  as  well. 
But  Johan  Ehasch,  a  Swedish  investor 
who  bought  Head's  parent,  htm  Sport 
&  Freizeitgerat,  is  focused  on  improv- 
ing margins  by  selling  carving  skis, 
priced  at  about  $320 — $130  above  con- 
ventional models.  Sales  of  Head's  liigh- 
er-end  skis  have  jumped  30%  in  the 
past  two  years,  htm,  which  lost  $60 
million  on  an  operating  basis  in  1995, 
broke  even  in  1996,  Eliasch  says. 

Despite  these  ef- 
forts, the  industry 
still  may  face  imcer- 
tain  times.  Weaker 
companies  such  as 
Blizzai-d  and  Kastle, 
owned  by  Italy's 
Benetton  Sportsys- 
tem,  likely  bow 
out  of  ski  making  or 
sell  their  brand 
names.  Even  with 
these  biunps,  though, 
Austiia's  ski  industiy 
may  be  in  for  its 
smoothest  nin  in 
yeai-s. 

By  David  Woodruff 
in  Lech 
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GOVERNMENT 


HOW  TO  FIX 
SOCIAL  SECURITY? 

The  debate  promises  to  be  passionate-and  prolonged 


IMBALANCE:  Bij         taxes  won't  cover  benefits  without  an  overhaul 


Fanfare?  Forget  it.  The  last  thing 
the  Clinton  WMte  House  wanted 
was  to  make  a  big  deal  out  of  the 
report  by  its  Advisory  Council  on 
Social  Secm-ity.  But  that  couldn't  keep 
the  261-page  tome  fi"om  shaking  up 
Washington  when  it  was  released  on  Jan. 
6.  The  panel's  bluepiints  for  overhaul- 
ing Social  Secmity  and  putting  some  of 
its  cash  into  the  stock  market  will  biing 
a  seismic  shift  in  the  debate  over  the 
nation's  biggest  domestic  progi-am — and 
may  shake  the  foundations  of  the  lai-gest 
and  most  potent  legacy  of  the  New  Deal 
They  also  could  give  the  U.  S.  economy  a 
major-league  boost. 

Under  the  least  radical  of  tlie  council's 
thi-ee  competing  proposals  (table),  the 
government  would  mull  investing  40% 
of  a  growing  Social  Secmity  surplus  on 
Wall  Street — grnng  Uncle  Sam  a  $1.3 
ti-illion  stake,  in  todaj^s  dollai-B,  in  Cor- 
poi-ate  America  by  2020.  A  majority  of 
the  panel's  13  membei-s  would  go  fui-- 
ther  and  let  workei-s  invest  at  least  11% 
of  payi'oU  taxes  in  theii-  own  accounts. 
Under  the  boldest  plan,  50%  of  the  i-e- 
tu-ement  fmid  would  be  replaced  with 
mandatoiy  "pei-sonal  secm-ity"  accounts 
invested  in  stocks  or  bonds.  Tlie  other 
50%  would  finance  basic  govenment  ben- 
efits for  all  retii'ees.  Other  gi-oups  pro- 
pose evei"ytlung  fi-om  complete  privati- 
zation to  tinkering  with  tax  hikes, 
retirement  ages,  and  benefit  cuts. 
BAND-AIDS.  But  change  won't  come 
quicldy.  WAh  Mediciuie's  tinst  ftuid  facing 
banla-uptcy  in  just  four  years.  Washing- 
ton won't  get  ;u-ound  to  Social  Security 
until  1999.  And  the  battle  then  may 
make  struggles  over  health-care  refonn 
and  Medicare  look  like  schoolyai-d  fist- 
fights.  Business  hopes  private  accounts 
will  liead  off  sliai-p  pajToU-tax  increases 
and  ease  pressure  on  private  pension 
plans.  And  Wall  Street  is  salivating  at 
the  prospect  of  perhaps  $100  billion  in 
management  fees  by  2020.  But  unions 


26  BUSINESS  WEEK  /  JANUARY  20,  1997 


and  retiree  gi'oups  pledge  to  fight  to 
keep  Social  Secuiity  a  govenunent-i-un 
social  insm-ance  plan. 

History,  demogi-aphics,  and  economics 
are  on  the  side  of  the  refoiTners.  The 
Advisoiy  Council's  13  members  agi-eed 
on  one  thing:  A  system  ftrnded  solely  by 
wage  gi'owth  can't  keep  up 
with  gi'owing  numbers  of 
longer-lived  retii'ees.  Tradi- 
tional fixes  tried  in  1983 — 
higher  payi-oll  taxes  and 
trimmed  benefits — are  short- 
teiTTi  Band-Aids  that  even- 
tually requii-e  another 
painfLil  set  of  refoiTOS. 

So  the  panel  looked  to  a 
new  soui-ce  of  higher  re- 
tiuTis:  equities.  Even  the 
system's  old  guai'd,  repre- 
sented by  former  Social 
Security  Commissioner 
Robert  M.  Ball,  agi-eed 
that  some  type  of  stock 
investment  is  almost  in- 
evitable. But  what  foiTn? 
Ball  and  five  other  membei-s 
suggest  that  Uncle  Sam 
consider  buying  shai'es  in 
companies  directly  with  So- 
cial Secuiity  surpluses.  The 
other  seven  say  workers 
should  manage  their  own 
investments  with  a  portion 
of  the  payroll  tax.  Their 
plans  would  cut  benefits 
guaranteed  by  Washington 
but  make  up  the  loss  with 
investment  returns. 

That  split  lifts  the  com- 
ing debate  far  above  Wash- 
ington's  typical  tax-or- 
spend  economic  disputes. 
The  questions  are  basic: 
Should  workers'  retire- 
ment be  built  on  govern- 
ment guarantees  or  the 
economy's  health?  Should 
the  government  own  one- 
sixth  of  the  stock  market? 
Should  Washington  ex- 
pose workers'  retirement 
funds  to  market  fluctua- 
tions? Will  New  Deal  se- 
cimty  or  New  Conserva- 
tive individualism  prevaD? 

Reformers  have  one  extra  argument 
to  help  tip  the  balance:  Private  accounts 
could  be  good  for  the  economy.  The  key 
is  substituting  savings  accoxmts  for  some 
part  of  Social  Security's  pay-as-you-go 
system,  in  which  almost  all  the  taxes 
from  today's  workers  are  spent  immedi- 
ately as  retiree  benefits.  Today,  Ameri- 
cans tuck  away  just  5%  of  gross  domes- 
tic product  in  net  savings.  The  Personal 
Security  Accoimts  (psas)  envisioned  by 
the  council's  radical  bloc  would  grow  by 
2.5%  of  GDP  every  year,  assuming  stocks 


Three  Faces 
of  Reform 

The  divided  1 3-member  advisory 
council  offered  tfiree  approacfies  to 
restoring  Social  Security's  solvency: 


supported  l,y'^''"*'''«NEnTS 

S^'pf " f  a, and  retires 


INDIVIDUAL  ACCOUNTS 

Supported  by  two  members,  this  option  would 
require  all  workers  to  put  1.6%  of  pay  mto 
mandatory  government-run  individual  accounts 
that  offer  a  choice  of  stock  and  bond  inves  - 
rnents.  At  retirement,  account  balances  would 
paid  out  as  annuities  for  the  life  of  the 
employee. 

PROSPECTSHss  few  strong  supporters,  but  could 


PRIVATE  SAVINGS  ACCOUNTS 

Supported  by  five  members,  these  would  divert 
into  savings  accounts  5  percentage  points  of 
the  12.4%  payroll  tax  paid  by  workers  54  or 
younger  and  employers.  The  remaining  7  4 
points  of  tax  would  help  fund  a  basic  benefit. 
PROSPECTS  Could  become  the  standard  plan  for 
radical  reformers,  but  may  be  too  much  for 
Congress  to  swallow. 


ADVISORy  COUNCIL  ON  SOCIAL  SECURITV,  BUSINESS  WEEK 


and  bonds  maintain  the  returns  they've 
generated  for  the  past  century.  By  2020, 
PSAS  could  hold  assets  worth  $6.1  tril- 
lion in  today's  dollars— 53%  of  projected 
GDP  then.  Even  if  that's  not  all  new  sav- 
ings, such  a  huge  balance  would  give  a 
kick  to  the  nation's  capital  stock  and 
goose  growth. 

How  much?  Separate  studies  by  econ- 
omists Martin  S.  Feldstein  at  Hai-vard 
University  and  Laurence  J.  Kotlikoff  at 
Boston  University  predict  that  partial 


privatization  could  add  0.5  percentage 
points  to  annual  growth  over  the  next  25 
years.  That's  a  big  gain  on  the  sluggish 
2.3%  rate  that  the  U.  S.  has  been  stuck 
with  for  the  past  decade.  "To  lift  the 
economy,  we've  got  to  lift  the  savings 
rate,  and  Social  Security  is  the  biggest 
pool  of  potential  savings  we've  got,"  says 
Sylvester  J.  Schieber,  vice-president  for 
reseai'ch  at  benefits  con- 
sultants Watson  Wyatt 
Worldwide  and  an  au- 
thor of  the  PSA  plan. 

The  Advisory  Coun- 
cil set  out  to  fix  Social 
Security,  not  the  whole 
economy.  The  system  is 
still  a  long  way  from  in- 
solvency:  It   can  pay 
promised  benefits  for  the 
next  32  years.  But  after 
2029,  when  Social  Secuiity 
exhausts   its  surplus, 
taxes  will  cover  only 
75%  of  promised  bene- 
fits. To  ensm'e  solvency 
for  a  solid  75  years. 
Congress  would  have  to 
choose  now  to  hike  the 
12.4%  payi-oll  tax,  cut 
benefits,  or  both. 
"GENERATIONAL."  The 
longer  Washington 
waits,  the  larger  the 
needed  adjustments. 
And  even  big  tax  hikes 
wouldn't  guarantee  a 
sound  retii-ement  for 
childi-en  born  in  the 
1990s.  "With  labor  pro- 
ductivity only  iTsing  1% 
[a  year],  wage  gi-owth 
just  isn't  enough,"  says 
Schieber.  That's  why  the 
council  tm-ned  to  the 
stock  market,  where  re- 
turns reflect  the  produc- 
tivity of  capital  as  well  as 
labor.  Since  1900,  annual 
stock  yields  have  aver- 
aged 7%,  adjusted  for  in- 
flation— three  times  the 
2.3%  real  retmn  on  U.  S. 
Ti-easuiy  bonds  and  far 
higher  than  wage  gi-owth. 

Trae,  mai-kets  go  dowTi 
as  well  as  up.  But  patient 
investors  should  do  better  in  stoclcs  than 
bonds  even  in  down  periods.  Since  World 
Wai-  n,  the  retm-n  on  stocks  has  beaten 
Social  Secm-ity's  retm-n  in  almost  evei-y 
20-yeai'  period. 

just  switching  Social  Security's  in- 
vestments, however,  won't  boost  the 
economy  The  "Maintain  Benefits"  plan 
sponsored  by  Ball,  for  example,  wouldn't 
boost  national  savings.  "If  the  "R-easui-y 
taltes  $100  billion  out  of  bonds  and  puts 
it  in  stocks,  it  will  just  force  private  in- 
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vestors  to  buy  more  bonds  and  fewer 
stocks,"  says  Urban  Institute  economist 
C.  Eugene"  Steuerle.  That  could  push  up 
interest  rates  and  sluinlt  stock  yields. 

More  important  in  boosting  savings 
are  the  bigger  contributions  privatiza- 
tion plans  require.  Advocates  hope 
younger  workers  won't  balk  at  liigher 
taxes  if  the  fimds  flow  into  personal  ac- 
counts. Whether  Generation  X  recog- 
nizes this  benefit  may  detennine  whether 
privatization  has  any  futiu-e.  "This  will 
shape  up  as  more  of  a  generational  issue 


than  an  ideological  fight,"  says  privatiza- 
tion advocate  Michael  Tanner  of  the  lib- 
ertai-ian  Cato  Institute. 

Interest-gi'oup  politics  will  weigh  in 
as  well.  The  American  Association  of  Re- 
tu-ed  Persons,  for  one,  pledges  to  keep 
Social  Security  as  a  government-guar- 
anteed plan.  Labor,  too,  is  opposed.  Busi- 
ness favors  the  change.  But  despite  bil- 
lions in  fees  at  stake,  financial  firms 
dovmplay  theii"  self-interest.  "In  a  mar- 
ket-based system.  State  Street  would 
benefit — but  so  would  oui-  competitors," 


says  William  G.  Shipman,  principal  of 
State  Street  Global  Advisors.  "More  im- 
portant is  that  the  economy  would  vrin." 

Politicians — including  President  Clin- 
ton— remain  to  be  persuaded.  But  re- 
foi-mers  hope  theu-  demographic  and  eco- 
nomic arguments  will  sway  voters.  The 
turn  toward  self-reliance  in  politics  and 
the  workplace  could  lead  to  serious 
changes — shifts  that  measure  an  8  on 
the  political  Richter  scale. 

By  Mike  McNamee  in  Washington, 
with  Suzanne  Woolley  in  New  York 
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AS  GOES  NEWT, 
SO  GOES  GOPAC 

When  the  speaker  rode  high,  so  did  the  PAC.  But  now. 


House  Speaker  Newt  Gingrich's  fu- 
ture may  be  under  a  cloud,  but 
GOPAC,  the  political  action  committee 
at  the  center  of  his  ethics  woes,  isn't 
i-urming  for  cover,  gopac  Chairman  Gay 
Hai-t  Gaines  sat  with  Gingrich's  family  in 
the  House  gallei-y  on  Jan.  7  as  Republi- 
cans reelected  the  speaker  to  a  second 
term.  And  GOP  fund-raisers  predict 
Democi-atic  attacks  on  Gingiich  will  spur 
GOPAC's  donors  to  rally  aroxmd  their  em- 
battled leader.  "When  you're  under  at- 
tack, you  fight  back  even  harder,"  says 
Terry  J.  Kohler,  president  of  Windway 
Capital  Corp.  in  Sheboygan,  Wis.,  a  top 
GOPAC  donor. 

But  even  with  a  short-term  fund-liais- 
ing windfall,  gopac's  days  as  a  potent 
weapon  for  electing  conservative  Re- 
pubUcans  may  be  numbered.  Some  GOP 
lawmakers  akeady  want  other  gi'oups 
to  handle  candidate  recruitment.  "Newrt 
can't  can-y  the  message  for  the  conser- 
vative movement  anymore  because  vot- 
ers are  tuning  out  the  messenger,"  frets 
Representative  David  M.  Mcintosh  (R- 
Ind.),  a  Gingi-ich  ally. 


Gingrich's  problems  stem  part- 
ly from  his  use  of  gopac  staJEfers 
to  raise  money  for  a  college 
course  financed  by  a  tax-exempt 
organization.  Critics  say  the 
course  was  keyed  to  gop  aims, 
and  use  of  tax-exempt  money  was 
illegal.  Gingrich  admitted  he  mis- 
led a  House  ethics  panel  when  he 
denied  gopac's  involvement.  On 
Jan.  8,  the  House  began  delibera- 
tions on  punishment. 
PEP  TALKS.  GOPAC  was  founded  in 
1979  by  then-Delaware  Governor 
Pierre  S.  DuPont  IV  to  groom  lo- 
cal GOP  candidates  who  might  lat- 
er iim  for  Congress.  When  Gin- 
grich took  control  in  1986,  gopac 
became  more  ideological  and  focused  on 
taking  over  Congress. 

Instead  of  ftmnehng  money  to  candi- 
dates like  most  pacs,  gopac  uses  the 
bulk  of  its  $2.6  million  budget  on  cam- 
paign training  and  spreading  the  gospel 
according  to  Nevrt.  Each  month,  26,000 
lavmiakers  and  candidates  receive  audio 
tapes  on  consei-vative  themes.  The  gi-oup 


SUGAR  DADDIES 

Wealthy  executives  who  helped  fuel  GOPAC's  growth 

TERRY  KOHLER 

President 

WINDWAY  CAPITAL  at  least  $750. 000 
Wisconsin  sailmaker 

RICHARD  GILDER,  NEIL  GAGNON    GILDER,  GAGNON,  HOWE            at  least  $370,000 
Senior  partners                   New  Yorl<  brol<erage 

OWEN  ROBERTS 

Chairman 

CAPITAL  FORMATION  COUNSELORS  at  least  $350,000 
Florida  consulting  firm 

AMOS  McMULLIAN 

Chairman.CEO 

FLOWERS  INDUSTRIES  at  least  $300,000 
Georgia  food  company 

NOTE:  Cumulative  giving  since  1986  by  Dxeculivcs'  lamilles                                       DATA:  GOPAC  AND  COMMON  CAUSE 

WANTED:  Fresh  face  to  spread  the  GOP  gospel 


also  offei-s  "com-ses"  via.  conference  calls 
on  how  to  win  elections.  Executive  Di- 
rector Lisa  B.  Nelson  says  58  of  the  73 
GOP  House  freslmien  elected  in  1994  used 
GOPAC  ti-aining  majiuals.  Now,  she  plaiis 
to  expand  the  focus  to  ti^aining  incum- 
bents to  be  effective  lawnakers.  The 
gi'oup  "is  a  key  reason  for  the  strength 
and  imity  of  the  paily,"  says  Graver  G. 
Noixjuist,  president  of  Americaiis  for  Tax 
Refonn. 

Though  Gingiich  gave  up  liis  post  as 
general  chau-man  in  1995,  most  pols  say 
GOPAC  and  Gingrich  are  inextricably 
linked.  "If  Newt  Ginginch  steps  dowm, 
GOPAC  becomes  a  Jeopardy  question 
three  yeai-s  from  now,"  jokes  James  A. 
Thurber,  du-ector  of  American  Univei-si- 
ty's  Center  for  Congi-essional  &  Presi- 
dential Studies.  Even  if  he  hangs  on, 
gopac's  lofty  position  in  the  Repubhcan 
finnament  may  never  be  the  same. 

By  Amy  Borrus  and  Mary  Beth 
Regan  it>  Washington 
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AUTOS 


TRUCKS?  SURE.  BUT  CAN  CHRYSLER 
BUILD  A  HOT  CAR? 

It's  trying  all-new  styling  and  aluminum  engines  to  end  its  slide 


When  it  comes  to  tracks,  minivans, 
and  sport-utility  vehicles,  Chrys- 
ler Corp.  takes  a  backseat  to  no 
one.  But  in  the  mai-ket  for  passenger 
cai-s,  it  could  use  a  hit.  Chrysler  is  hop- 
ing its  redesigned  Concorde  and  Dodge 
Inti-epid  full-size  sedans,  unveiled  in  De- 
troit on  Jan.  8,  will  fill  the  bill. 

The  first  Concorde  and  Intrepid  mod- 
els, introduced  five  yeai's  ago,  launched 
Chiysler's  rebirth.  But  while  Chrysler's 
hot  Ram  pickups,  minivans,  and  Jeeps 
have  grabbed  25%  of  the  truck  market, 
its  Neon  compacts  and  midsize  Cirras 
and  Stratus  sedans  have  straggled  in  a 
dwindling  car  market,  where  Chrysler 
holds  a  scant  10%  share.  Can  the  new 
models  buck  the  trend?  "This  is  the  big 
test  [for  Chrysler]  in  cars,"  says  Lincoln 
Merrihew  of  DRiMcGraw-Hill. 


several  new  entries  from  General  Mo- 
tors Coi-p.  And  Chrysler  is  still  groping 
for  the  right  formula  in  cars.  Its  Cirras 
midsize  sedan,  for  example,  won  indus- 
try awards  for  its  bold  styling  in  1995, 
but  sales  in  1996  tumbled  41%,  to  just 
36,000  vehicles.  Neon 
sales  were  flat  for  the 
year.  "I  think  they  are 
trying  to  figure  out  what 
the  future  of  the  sedan 
market  is  in  North 
America,"  says  Lehman 
Brothers  Inc.  analyst 
Joseph  PhilUppi. 

Meanwhile,  Chrysler 
used  customer  incentives 
to  stay  in  the  game.  It 
slapped  $l,000-to-$l,500 
rebates  on  Concordes 
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also  include  a  smaller  Eagle  Vision  ver- 
sion and  a  luxury  Chrysler  model.  They 
go  on  sale  in  mid-1998.  One  nifty  fea- 
ture: The  Intrepid  and  Concorde  vidll 
have  new  aluminum  engines  that 
Chrysler  says  are  25%  more  powerful 
and  10%  more  fuel-efficient  than  their 
predecessors. 

It's  the  cars'  dramatic  new  looks, 
however,  that  have  the  best  chance  of 
revving  up  sales.  None  of  the  new  mod- 
els' exterior  styling  was  borrowed  fi-om 
older  models,  and  designers  were  given 
free  rein  to  remake  the  bodies.  "There 
was  a  lot  of  pressure,  because  the  cur- 
rent vehicles  look  so  good  and  you  don't 
want  to  make  a  mis- 
take," says  Robert  E. 
Boniface,  a  lead  designer 
on  the  Intrepid. 
FRESH  TAKE.  Chrysler 
chose  designers  who 
were  likely  to  come  up 
with  something  distinc- 
tive. Boniface,  31,  has  a 
psychology  degree  and 
tracked  mutual  funds  be- 
fore entering  design 
school.  His  Concorde 
counterpart,  Mark  D. 


...BUT  INTREPID  IS 
EARNING  ITS  NAME 


Chrysler's  top  brass 
are  playing  down  expec- 
tations for  the  sedans, 
which  will  hit  showrooms 
this  fall.  "We're  confident 
we  vdll  gain  share  in  the 
segment,  but  the  car 
market  is  sliding  further 
down,"  says  Vice-Chair- 
man Robert  A.  Lutz.  In- 
deed, Merrihew  says 
that  the  sedan  segment 
of  the  car  market  the 
new  Chrysler  models  will 
be  competing  in — which  also  includes 
such  big  sellers  as  the  Ford  Tauras  and 
Toyota  Camry— will  shrink  3%  in  1997, 
from  2.3  million  units  last  year. 

The  competition  wall  only  get  tougher, 
with  a  new  Accord  from  Honda  Motor 
Co.  scheduled  for  this  fall,  along  with 
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and  Intrepids  last  year 
to  keep  volume  up 
(chart).  That  helped 
boost  its  car  sales  by 
5%,  to  832,000,  in  1996, 
though  the  company's 
new  Sebring  convertible 
contributed  most  of  the 
increase.  And  that 
growth  pales  next  to 
Chrysler's  sensational 
17%  increase  in  truck 
sales,  to  1.6  million,  last 
year.  With  two-thirds  of 
its  production  in  tracks,  Chrysler  rans 
the  risk  of  stumbling  if  gas  prices  spike 
up  or  government  fuel-economy  stan- 
dards tighten. 

Such  vulnerabilities  are  a  major  rea- 
son the  No.  3  carmaker  poured  $2.1  bil- 
lion in  its  new  full-size  sedans,  which 


HALL  AND  BONIFACE:  The  designers 
show  off  the  Concorde  and  Intrepid 

Hall,  40,  was  a  jeweler  before  joining 
Chrysler.  "Management  wanted  us  to 
put  some  romance  into  the  cai's,"  says 
Hall.  The  Concorde's  Fen-ari-like  giill, 
larger  headlamps,  and  wdnged  Clu-ysler 
medallion  give  it  an  elegant  look.  The 
Intrepid  boasts  Dodge's  trademai-k  ci-wss- 
hair  grill  and  a  streamlined  silhouette 
designed  to  lure  younger  buyers. 

The  new  Cluyslers  will  stand  out  in 
today's  crowded  car  field,  and  the  com- 
pany pledges  to  price  them  competi- 
tively. But  it  won't  spend  heavily  on 
promotional  pricing  for  the  models  to 
move  the  metal,  Lutz  says.  The  trick 
now  will  be  for  Clu-ysler  to  get  tracldng 
in  cars  without  resorting  to  that. 

By  Bill  Vlasic  in  Detroit 
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INVESTIGATIONS 


SKELETONS  IN 

MACK  MgLARTY'S  CLOSET? 

Troubling  questions  about  Ai-kla's  ex-CEO  and  old  Clinton  pal  haunt  the  Administration 


Around  the  Clinton  Wliite  House, 
he's  known  as  "Mack  the  Nice" — 
one  of  the  few  Presidential  pals 
fi-om  Aa-kiinsas  who  hasn't  been  en- 
sniu-ed  in  iui  ethics  conti-ovei-sy.  But  it 
tiu-ns  out  there  ai-e  troubles  in  the  past 
of  Presidential  Counselor  Thomas  F. 
McLai-ty  HI,  a  wealtliy  businessman  who 
sen-ed  as  Chief  of  Staff  in  the  fii-st  18 
months  of  Bill  Clinton's  Pi-esidency.  And 
those  woes  may  have  disqualified  liim 
from  a  higher-i-anking  Cabinet  post. 

BUSINESS  WEEK  has  learned  that 
McLaity  asked  to  be  named  Commerce 
Secretaiy  or  Ambassador  to  iVIexico  in 
Clinton's  second  term  but  his  efforts 
sank  imder  the  weight  of  questions  sm- 
roimding  a  bribeiy  scheme  in  Oklalioma 
while  he  was  ceo  of  Arkla  Inc.,  then  a 
.S3  biUion  producer  and  distributor  of 
natm-al  gas  based  in  Shreveport,  La.  A 
senior  WTiite  House  ofBcial  acknowledges 
that  McLarty's  name  had  been  floated 
for  a  Cabinet  post.  But  Senate  Demo- 
crats told  the  White  House  he  couldn't 
be  confiiTned. 

SIDELINED.  Instead,  McLarty,  a  Clinton 
buddy  since  kindergaiten  and  a  prodi- 
gious fund-i-aiser  for  his  pal,  has  settled 
for  a  lower-profile  appointment  as  Special 
Envoy  to  Latin  America.  IVIcLai-ty  con- 
sidered lea\Tng  Washington,  but  accepted 
the  job,  which  doesn't  require  Senate 
confirmation,  after  the  President  pre- 
vailed upon  him  to  stay.  A  White  House 
source  says  it's  no  more  than  "a  new  title 
to  formalize  the  role  he's  been  playing  for 
two  years."  In  effect,  McLarty  is  per- 
manently sidelined. 

The  tangled  tale  of  McLarty's  past  in- 
volves an  Oklahoma  lawyer  jailed  for 
bribing  a  utility  regulator  and  a  tiny  out- 
fit that  threatened  to  expose  alleged 
wrongdoing  by  some  of  Oklahoma's  cor- 
[xirate  elite.  Some  were  bu-fines-s  piulnors 
of  /Vrkla.  It  also  raises  c|uestions  about 
whether  the  late  Commerce  Secretary 
Ronald  H.  BrowTi  saved  McLarty  fnmi  a 
.scandal  by  pulling  strings  that  ul.'io  en- 
riched HrowT)  and  his  son. 

In  a  statement.  McLarty's  lawyer 
strongly  denies  that  the  Arkla  matter 
affected  decisions  reganling  his  Admin- 
istration duties.  "It  is  patently  false  to 


suggest  that  Mj-.  McLaity  was  prevented 
from  being  named  to  a  Cabinet  or  am- 
bassadoi-ial  position  in  the  Clinton  Ad- 
ministration for  any  reason,says  William 
W.  Tay\0Y  III.  "Mi-.  McLai-ty  is  confident 
that  he  would  have  been  confii-med  had 
he  undertaken  such  an  assignment."  But 
a  Democratic  Senate  som'ce  asserts  that 
McLai-ty  "couldn't  get  confii-med  if  his 
life  depended  on  it." 

At  issue  is  Ai'kla's  alleged  role  in  a 
scheme  by  Oklahoma  utilities  to  bribe 
members  of  the  Oklahoma  Corporation 
Commission.  A  second  probe  in  the  Ok- 
lahoma U.S.  Attorney's  Office  focuses 
on  close  associates  of  Brown  who  ac- 
quii-ed  a  natui-al-gas  company  and  in  so 
doing,  stopped  a  comt  case  that  would 
have  embaiTassed  McLai-ty  and  Ai'kla, 
now  called  NorAm  Energy  Coi-p. 

Tlie  tale  began  on  Apr.  4,  1989,  when 


Ai-kla  execs  called  on  Oklahoma  Corpo- 
ration Commissioner  Robert  Anthony,  a 
GOP  public  utility  regulator.  The  execs 
handed  over  an  envelope  stuffed  with  26 
$100  bills  and  sevei-al  checks  written  out 
to  Anthonj''s  campaign  fund,  according 
to  documents  on  file  with  the  occ.  An- 
thony had  just  won  election  to  a  six-year 
term  as  a  conrniissioner,  but  Oklahoma 
law  bars  campaign  contributions  from 
regulated  corporations  to  elected  regula- 
toi-s.  In  tape  recordings,  Anthony  made 
sure  the  execs  knew  it  was  unlawful. 
One  $500  check  came  from  T.  Milton 
Honea,  then-president  of  Arkansas 
Louisiana  Gas  Co.,  a  unit  of  Arkla,  which 
McLaity  then  headed.  When  McLarty 
moved  to  Washington  in  1993,  Honea 
succeeded  him  and  continues  today  as 
NorAm  chainnan. 

NorAm  says  it  unintentionally  ran 


The  Tangled  Web  Surrounding  McLarty 


THOMAS 
McLARTY 

Presidential 
Counselor  McLarty 
was  chief  executive 
of  .\rkla  Inc.  from 
198410  1992,  when 
the  natural-gas 
ulilitA- was  impli- 
cated in  an  alleged 
scheme  to  bribe 
Oklahoma  regula- 
tors. Sources  say 
that  the  case  has 
kept  Mrl-arty  from 
top  jobs  rcquirinp 
Senate  confinna- 
tion  that  he  want- 
ed: U.S.  Commcni 
Secretar>'  and 
.\mba.ssadnrto 
Mexico 
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afoid  of  the  law  prohibiting  donations  to 
regulators.  McLaity,  thi-ough  his  lawyer, 
Leslie  M.  Berger,  denies  any  knowledge 
of  improper  payments.  A  NorAm  spokes- 
woman denies  Honea  and  the  company 
intended  the  cash  as  bribes,  saying  it 
was  meant  as  legal  contributions. 

But  unknown  to  Ai-kla,  Anthony  se- 
cretly taped  that  visit,  and  others  for 
the  FBI.  In  1994,  a  coi-poration  commis- 
sioner and  William  L.  Andereon,  a  lawyer 
on  retainer  to  Southwestern  Bell,  Okla- 
homa Natui-al  Gas  (ONG),  and  Ai-kla,  were 
convicted  on  chai'ges  related  to  payment 
and  acceptance  of  a  bribe  to  swing  a  $30 
million  rate  dispute  in  favor  of  South- 
western Bell,  which  wasn't  prosecuted 
and  denies  wi-ongdoing. 

Ai-kla's  alleged  involvement  never  sm- 
faced  in  Andei-son's  tiial,  though  an  fbi 
wtfetap  request  once  listed  two  Arkla 
execs  as  subjects  of  an  investigation.  Jus- 
tice Dept.  documents  show,  and  lawyers 
familiar  with  the  case  say  they  were  told, 
that  prosecutors  intended  to  indict  some 
managei-s.  But  gi'and  juiy  indictments 
handed  down  in  June,  1993 — five  months 
after  Clinton  took  office — didn't  name 
any  execs.  Says  Anderaon's  trial  lawyer 
Stephen  Jones,  now  defending  alleged 
Oklahoma  City  bomber  Timothy  Mc- 
Veigh: "It's  a  travesty  of  justice  that  no 
one  else  was  prosecuted.  If  Bill  Anderson 
is  guilty,  then  some  company  officials  ai"e 
just  as  guilty  because  he  was  acting  on 
their  behalf." 


OKLAHOMA 
REGULATORS 

Commi.ssioner  Antho- 
ny believes  Arkla  and 
other  execs  were  also 
involved  in  biibeiy 


CREEKSYSTEMS 

In  '93,  the  natural-gas 
outfit  claimed  regula- 
tors favored  Oklahoma 
Natural  Gh.s  (ONG) 
because  of  bribes 


RONALD  BROWN 

Associates  of  riie  fate 
U.S.  Commerce  Secre- 
tary joined  Creek,  and 
his  .son  Michael 
received  5%  of  the  stock 


DYNAMIC  ENERGY 
RESOURCES 

Price  (above)  and  the 
bums  used  it  to  buy 
out  Creek,  ending 
claims  again.st  ONG 


The  whole  affair  would  have  disap- 
peai-ed  altogether  if  it  weren't  for  Hilsa- 
based  Creek  Systems,  a  tiny  natm-al-gas 
company  that  sells  to  large  utilities  such 
as  ONG.  When  Commissioner  Anthony 
revealed  in  late  1992  his  cooperating  role 
in  the  federal  bribery  probe.  Creek's 
ovmers  acted.  Creek  sued  Anderson, 
claiming  bribes  were  paid  commission- 
ers to  favor  ONG  in  a  dispute  over  pay- 
ments to  Creek.  In  a  second  case,  Creek 
alleged  improper  communications  be- 
tween regulators  and  utilities. 

But  on  Nov.  9,  1993,  a  day  before  that 
potentially  explosive  case  was  to  be 
heard  in.  open  court.  Creek  was  acquired 
by  Eugene  and  Nora  Lum  and  W.  Stuart 
and  Linda  Price,  all  of  whom  have  close 
ties  to  Democratic  Party  officials.  Stu- 
art Price  had  been  the  1992  Clinton  cam- 
paign's Oklahoma  finance  chairman.  The 
Lums,  Hawaii  residents  and  well-known 
Democratic  fund-raisers,  were  close  to 
Ron  Brown. 

The  Lim^s  and  the  Prices,  as  Creek's 
new  ovmers,  immediately  dropped  the 
case  against  ONG — ^hours  before  the  case 
could  have  resulted  in  testimony  embar- 
rassing to  McLarty,  -Ai'kla,  and  ong. 
Notes  Ronald  G.  Miller,  a  foiTner  co-own- 
er of  Creek:  The  discovery  process  "came 
up  with  quite  a  lot  of  mention  of  Arkla." 
What's  more,  documents  supplied  by  ex- 
Creek  employees  show  that  the  Creek 
sale  was  financed  in  an  unusual  way.  The 
vehicle  used  as  the  buyer.  Dynamic  En- 
ergy Resources  Inc.,  was  created  by  the 
two  couples  a  few  weeks  earlier. 
FAVORABLE  TERMS.  In  exchange  for 
withdrawing  the  lawsuit,  ong  offered 
Creek's  new  owners  a  lucrative  contract 
in  which  it  would  pay  well  above  spot 
prices  for  Creek's  natui'al  gas — ^terms  not 
offered  to  the  previous  owners.  Out  of 
himdi-eds  of  contracts  ong  has  wdth  gas 
suppliers,  only  two  others  have  similar 
terms,  says  ong  spokesman  Don  Sherry. 
The  Lums  and  Prices  used  the  proceeds 
to  finance  the  original  $10  million  pur- 
chase of  Creek  and  eventually  pocketed  a 
windfall  profit  of  $12  milhon.  Creek  then 
had  annual  sales  of  about  $600,000,  but  it 
was  $3  million  in  debt  and  was  losing 
money.  Sherry  admits  Dynamic  "got  a 
good  contract"  that  made  the  deal  possi- 
ble but  denies  ong  awarded  it  to  avoid 
damaging  litigation. 

occ  staff  reviewed  the  contract  and 
in  December,  1996,  found  nothing  un- 
usual. A  summary  of  the  staff's  report 
was  made  available  to  business  week, 
but  the  commission  refused  to  release 
the  ftill  report.  Commissioner  Ed  Apple, 
who  asked  for  the  review,  says  he's  sat- 
isfied ong  didn't  improperly  pass  on 
costs  to  consumers,  but  "we  are  not  a 
criminal  enforcement  agency.  A  lot  of 
curious  things  are  going  on  with  com- 
panies that  did  business  with  ong.  It's  a 


disturbing  situation."  ONG  spokesman 
SheiTy  denies  wrongdoing,  adding  that 
ONG  "hasn't  received  even  a  phone  call 
on  any  of  this  fi-om  a  state  or  federal 
investigative  agency." 

Now,  Justice  lawyers  aim  to  learn 
more  about  that  unusual  deal.  And  An- 
thony is  pm-suing  Ws  own  probe:  "I'm 
saying  Arkla,  Oklahoma  Natural  Gas, 
and  Southwestern  Bell  engaged  in  illegal 
conduct  that  might  have  harmed  ratepay- 
ers." All  deny  that. 

PRIVATE  MATTER?  In  addition,  federal 
investigators  are  looking  into  whether 
proceeds  of  the  Creek  deal  flowed  to  Ron 
Brovra  through  his  son  Michael,  who  got 
5%  of  the  stock  in  Dynamic  Energy,  a 
board  seat,  and  $150,000  in  dividends. 
At  the  time,  Michael  was  a  struggling 
young  Washington  (D.  C.)  lavi^yer.  But 
Michael  McAdams,  a  fomer  Creek  vice- 
president  who  stayed  on  to  work  for  the 
Lums,  told  BUSINESS  week  the  Lums 
made  it  plain  to  him  "that  they  were 
acting  directly  on  behalf  of  Ron  Brown." 
In  August,  1993,  Secretaiy  Brown  hired 
the  Lums'  daughter,  Trisha,  as  an  aide. 
McAdams  says  he  took  numerous  phone 
calls  for  Nora  Lum  from  Washington  of- 
ficials, including  Brown. 

The  late  Commerce  Sea-etaiys  lawyer, 
Reid  Weingarten,  says  Brown  received 
no  money  from  the  Lums  or  Dynamic, 
nor  was  he  involved  in  Dynamics'  affairs. 
"If  there  was  a  financial  an-angement 
between  father  and  son,  such  as  to  pay 
off  college  loans,  that  is  a  private  farruly 
matter,"  Weingarten  adds.  Despite  re- 
peated attempts,  Michael  Brown  couldn't 
be  reached  for  comment.  Nor  could  Ber- 
ger, who  represents  Brovm  as  well  as 
McLaity,  reach  Brown  for  comment. 

A  special  prosecutor  requested  by  At- 
torney General  Janet  Reno  was  focus- 
ing on  the  Lums'  involvement  with  Ron 
Brown  until  his  death  in  an  Apinl,  1996, 
plane  crash  in  Croatia.  Records  show 
Brown's  and  the  Lums'  personal  finances 
and  documents  were  subpoenaed  by  In- 
dependent Coimsel  Daniel  A.  Peai'son, 
who  has  turned  over  liis  case  to  Justice. 
Pearson  refuses  to  comment,  but  a 
soui-ce  familiar  with  his  case  says  it  "is 
still  vei-y  active." 

Dynamic  declai-ed  bankiiiptcy  in  Sep- 
tember, 1995,  with  debts  of  $1.6  million. 
Lawyers  for  the  Lums  and  Prices  say 
the  foui-  were  not  acting  on  anyone's  be- 
half and  did  notliing  wrong. 

ONG,  Ai-lda,  and  McLai'ty  all  say  the 
idea  that  ong  aii-anged  a  sweetheait  deal 
to  benefit  itself  and  Ai-lda,  save  McLaity 
fi-om  scandal,  and  line  the  pockets  of 
powerful  Democrats  is  preposterous.  But 
some  fedei-al  investigators,  an  Oldahoma 
regulator,  and  foi-mer  employees  of  Creek 
believe  just  that.  The  irony:  If  the  deal 
was  designed  to  sliield  McLaity,  it  failed. 
By  Paula  Dwyer  in  Washington 
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American  News 


AIRLINES 


COFFEE,  TEA- 

AND  ON-TIME  ARRIVAL 

Customer  satisfaction  is  a  top  priority  at  airlines  again 


To  many  American  travelers,  aii'line 
quality  is  an  oxymoron.  Ited  J.  Ki'ed- 
er,  dicector  of  hobby  sales  for  Dallas- 
based  trading-card  company  Pinnacle 
Brands  Inc.,  complains  of  frequent  flight 
cancellations,  late  arrivals,  and  lousy 
food.  "It's  a  function  of  some  of  the 
downsizing,"  he  says.  "Service  suffers." 

To  the  surprise  of  skeptical  passen- 
gers, the  gripes  aren't  falling  on  deaf 
ears.  After  years  of  focusing  on  paiing 
expenses,  such  major  airlines  as  Amer- 
ican, Delta,  and  Continental  are  step- 
ping up  their  quality  efforts.  Cost-cut- 
ting "diverted  our  attention  from  the 
nuts  and  bolts  of  our  business,"  con- 
cedes American  Airlines  Inc.  Chief  Ex- 
ecutive Robert  L.  Crandall.  "Our  cus- 
tomers have  noticed." 

American,  which  once  dubbed  itself 
the  "on-time  machine,"  placed  a  dismal 
No.  9  among  10  carriers  in  on-time  rank- 
ings for  the  third  quarter  of  1996.  So, 
Crandall  told  managers  at  a  recent 
meeting  that  leading  all  industiy-quality 
rankings  is  their  job  No.  1  for  1997.  An 
American  spokesman  won't  provide 
specifics,  but  .says:  "We're  talking  about 
a  lot  of  operational  things,  like  customer 
comfort  on  board  airplanes." 

At  Delta  Air  Lines  Inc.,  customer 
complaints  have  nearly  doubled  since 
1994— and  ceo  Ronald  "w.  Allen  blames 
the  pursuit  of  lower  costs.  "In  some 


cases,  we  did  cut  too  deeply,"  he  says. 
Trans  World  Airlines  Inc.,  now  in  the 
cellar  for  on-time  and  customer  com- 
plaint rankings  by  the  Transportation 
Dept.,  is  getting  the  message,  too.  After 
on-time  arrivals  dropped  under  50% 
during  the  holidays,  and  cancellations 
climbed,  managers  warned  workers  to 
get  back  to  basics. 

With  record  profits  of  $3.5  biUion  last 
year  and  even  better  results  expected  in 
1997,  the  industry  can  afford  to  give 
quality  more  attention.  And  wth  au-- 
fares  rising,  "they  have  to  show  cus- 
tomers they're  getting  more  for  those 
dollars,  even  if  it's  Up 
service,"  says  Michael 
D.  Boult,  a  manager  at 
Rosenbluth  Internation- 
al Inc.,  a  travel  agency. 
The  airlines  also  are 
finding  out  that  poor 
quality  can  be  costly: 
Ameincan's  expenses  for 
lost  and  damaged  bags 
jumped  25%  last  year, 
to  $30  million.  And  be- 
cause of  slipping  on- 
time  perlbnnance,  over- 
time rose  50%  from 
1994,  costing  an  extra 
$27  million. 

Fueling  the  quality 
drive  is  the  stunning 


HOW  THEY  RANK 

SOUTHWEST  0.22 


AUSKA  0.48 


AMERICAN  0.95 


AMERICA  WEST  1.16 


TWA  1.32 
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CONTINENTAL  BREAKFAST 
With  record  profits  last  year  and 
even  better  prospects  ahead,  the 
industry  can  afford  to  raise  quality 


turnaround  at  Continental  Airlines  Inc., 
where  for  two  years  ceo  Gordon  M. 
Bethune  has  hammered  away  at  the 
theme.  Once  near  the  bottom  of  Trans- 
portation rankings,  Continental  is  now 
one  of  the  best  in  on-time  performance, 
baggage  handling,  and  customer  com- 
plaints. And  last  year  it  won  the  pres- 
tigious J.  D.  Power  &  Associates  Inc. 
award  for  highest  customer  satisfaction 
on  long-haul  flights.  Bethune  claims  to 
be  grabbing  market  share  among  busi- 
ness travelers  from  American  and  oth- 
ers. "We've  been  kicking  their  butts," 
boasts  Bethune. 

Of  coui-se,  the  airlines  won't  return  to 
the  service  wars  that  raged  in  pre- 
deregulation  days,  when  carriers  fea- 
tured piano  players  on  jumbo  jets  and 
free  Chivas  Regal.  Instead,  they  are 
tai'geting  such  fundamentals  as  safety, 
reliability,  and  cleanliness.  "Corporate 
clients  are  not  only  demanding  [dis- 
counts], thejf're  also  demanding  that  the 
basics  be  done  right,"  says  travel  con- 
sultant John  W.  Nelson. 
CLEANER  LAVS.  In  response  to  passen- 
ger sm'\'eys  that  Unked  cleanliness  to 
quality  and  safety  perceptions.  North- 
west Airlines  Inc.  recently  beefed  up 
its  cleaning  regimen.  It  now  gives  a 
steam  cleaning  and  deodoiizing  to  lava- 
tories on  its  DC-lOs  exery  nine  days 
instead  of  every  14.  America  West, 
which  suffered  ser\'ice  problems  this 
summer  due  to  rapid  growth,  has  added 
60  mechanics  to  speed  repaii-s,  upgi'^aded 
food,  and  installed  in-flight  phones  and 
entertainment  systems  at  every  seat. 
Delta  says  it  wants  to  polish  its  image 
by  restoring  meals  on  some  flights  and 
by  rehiring  hundreds  of 
baggage  handlei-s,  gate 
agents,  and  customer 
sen'ice  reps. 

Jaded  coach  passen- 
gers aren't  expecting 
first-class  treatment 
anytime  soon.  "The 
product  is  bad,  and  it's 
going  to  stay  that  way, 
as  near  as  I  can  tell." 
says  Ed  Perkins,  editor 
of  Cotixutner  Rejwrts 
7>-o?'p/  Lctler.  It's  up  to 
the  airlines  to  prove 
such  doubters  wrong. 

By  Wevdy  Zellner  in 
Dallas,  with  bureau 
repoiis 


COMPUINTS 
PER  100,000 
PASSENGERS 
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MARKETING 

THESE  BRANDS 
AREN'T  SMOKIN' 

RJR  calls  in  the  sales  gurus 
to  revamp  Winston  and  Salem 

Whatever  happened  to  Salem 
Counti"y?  After  years  of  decline, 
R.J.  Reynolds  Tobacco  Co.  is 
testing  new  ways  of  mai'keting  its  Win- 
ston and  Salem  brands.  And  Steven  F. 
Goldstone,  ceo  of  pai-ent  rjr  Nabisco 
Holdings  Coi-p.,  says  that  he  won't  put 
big  bucks  into  marketing  the  brands 
unless  the  company  comes  up  with 
surefire  concepts.  "If  they  show  results 
in  test  marketing,  then  we'll  roll  them 
out  nationally,"  he  says.  "I'm  not  go- 
ing to  throw  money  at  these  brands 
willy-nilly." 

The  problem?  Winston  and  Salem  at- 
tract older  smokers,  and  they  don't 
have  clear  identities.  In  the  12  months 
ended  last  September,  Salem's  shai'e  of 
the  U.  S.  cigarette  market  fell  from 
3.7%  to  3.6%,  and  Winston's  from  5.7% 


to  5.4%,  according  to 
the  industry  newslet- 
ter Maxwell  Con- 
sumer Report.  "They 
need  to  come  up  with 
some  brilliant  break- 
through marketing 
that  defines  Winston's 
personality,"  says  San- 
ford  C.  Bernstein  & 
Co.  analyst  Gary  D. 
Black. 

Winston,  however, 
remains  the  company's 
second-largest  seller, 
and  Salem  holds  the 
No.  4  spot.  Dean  Wit- 
ter Reynolds  Inc.  analyst  David  Adel- 
man  says  the  two  account  for  about 
56%  of  Reynolds'  full-price-cigarette 
volume  and  some  45%  to  50%  of  the 
company's  estimated  $1.5  billion  do- 
mestic tobacco  profits.  "Because  two  of 
their  largest  brands  are  declining,  it 
makes  it  very  difficult  to  grow  [domes- 
tic tobacco]  profits,"  Adelman  says. 
"NO  BULL."  Analysts  say  rjr's  first  at- 
tempt at  reviving  Winston  isn't  showing 
much  promise.  In  July,  RJR  introduced  a 
reformulated  version  of  Winston  in 
Florida  with  all  additives  removed.  It 


UNCLEAR  IDENTITY 

Efforts  to 
promote  a  new 
no-additives 
version  of 
Winston  aren't 
showing  mucti 
promise  so  far 

backed  it  up  with  a 
"No  Bull"  marketing 
campaign  aimed  at 
promoting  the  brand's 
authenticity.  So  far,  in- 
dustry experts  say, 
the  company  isn't  getting  strong  enough 
results  to  justify  expanding  the  con- 
cept nationally.  The  company  declined 
to  discuss  the  test,  saying  only  that  it 
hasn't  made  a  decision  yet. 

RJR  will  fioat  other  ideas  this  year.  It 
expects  to  try  out  a  new  Salem  con- 
cept in  the  first  half  of  1997  and  may 
launch  another  Winston  campaign  be- 
fore yearend.  Goldstone  says  the  com- 
pany intends  to  keep  testing  new  plans 
until  it  finds  a  winning  concept.  It  had 
best  hurry. 

By  Lori  Bongimiio  in  New  York 


DRUGS 


WHY  GRASS 
IS  GREENER 

Unimed's  FDA-approved  pot 
substitute  is,  like,  languishing 

It's  enough  to  make  Cheeeh  and*'Chong 
blush:  California  and  Arizona  approve 
the  use  of  marijuana  for  medical  pur- 
poses through  voter  initiatives.  An  out- 
raged Clinton  Administration  vows  to 
punish  doctors  who  prescribe  marijuana 
and  other  drugs  made  legal  by  the  states. 
Meanwhile,  aids  and  cancer  patients  turn 
to  the  media  with  emotional  testimonies 
affirming  pot's  therapeutic  value. 

Amid  the  brouhaha,  you'd  think  that 
AIDS  patients  could  score  cannabis  only  in 
clandestine  meetings  with  the  local  push- 
er. But  long  before  Califomians  were 
able  to  fire  up  doobies  legally,  a  small 
biotech  company  in  suburban  Chicago 
was  building  a  business  marketing  mari- 
juana— or  at  least  a  form  of  it.  Unimed 
Pharmaceuticals  Inc.  racked  up  1995 
sales  of  $6.03  million  from  its  sole  prod- 
uct, Marinol,  the  only  prescription  drug 
to  use  a  synthetic  substance  based  on 
THC,  the  active  ingredient  in  marijuana. 


as  an  appetite  stimulant.  "Unlike  mari- 
juana, our  product  doesn't  differ  from 
batch  to  batch,"  says  Unimed  ceo  and 
President  Stephen  M.  Simes.  "Our  prod- 
uct has  been  through  controlled,  clinical 
trials — ^it's  safe." 

Be  that  as  it  may,  many  in  the  AIDS 
population  prefer  real  pot.  Some  propo- 
nents of  legalization  cite  research  sug- 
gesting that  marijuana  can  combat  wast- 
ing— the  severe  weight  loss  that's  often 
associated  with  aids.  They  complain  that 
Marinol  oral  capsules  are  too  slow  to 
sink  into  the  bloodstream  and  that  they 
have  impleasant  side  effects.  "I  know  so 


SIMES:  He  says  Unimed's  pot  pills  are 
safer  than  marijuana 


many  people  who  get  sick  on  the  stuff," 
says  John  Hudson,  director  of  Flower 
Therapy,  a  San  Fi-ancisco  firm  that  sells 
real  marijuana  for  medicinal  purposes. 
"It's  a  joke." 

PRICEY.  Marinol  was  approved  by  the 
Food  &  Drug  Administration  for  cancer 
in  1985  and  for  aids  in  1992.  Unimed 
markets  it  as  safer  than  marijuana,  which 
contains  carcinogens.  It  also  doesn't  get 
you  high  (though  some  users  don't  con- 
sider that  a  seUing  point).  Plus,  Maiinol 
is  reimbursable  by  hmos  and  Medicaid. 
The  drug  can  cost  between  $120  to  $240 
per  month.  In  contrast,  Hudson  says,  an 
equivalent  amount  of  pot,  about  two 
ounces,  i-uns  $800.  Unimed's  Simes  says 
price  isn't  the  issue.  "I  don't  tliink  the 
motivations  behind  those  refei-endums 
are  purely  medical,"  he  sniffs.  "Many 
just  want  to  use  it  recreationally." 

Wall  Street  isn't  showing  much  giddi- 
ness over  Unimed's  stock,  wliich  has  hov- 
ered in  the  $7  range  after  hitting  a  liigh 
of  $8.50  in  September,  1996.  "It's  a  good 
company  with  solid  management,"  gix)us- 
es  Sandi-a  J.  Hollenlioi-st,  an  analyst  with 
Jolm  G.  I&inm-d  &  Co.  in  Minneaiwlis.  "I 
think  people  are  pooh-poohing  Marinol 
because  they  simply  want  to  get  mari- 
juana legalized."  That  may  be  tine.  Vc\& 
question  is  whether  Unimed's  pot  pills 
can  rise  above  the  smoke. 

B]i  Ron  Stodghill  II  in  Chicago 
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AMERICAN'S  PILOTS 
JUST  SAY  NOPE 

IN    A    MAJOR    SETBACK  TO 

American  Au-lines,  the  com- 
pany's pilots  on  Jan.  8  reject- 
ed a  new  six-year  contract 
that  would  have  provided 
modest  pay  hikes  and  stock 
options  for  pilots  in  return 
for  productivity  improve- 
ments. Particular  sticking 
points  were  the  paltiy  raises 
at  a  time  when  American  is 
making  record  profits  and  a 
provision  that  would  have  al- 
lowed American's  commuter 
operations — represented  by  a 
different  union — to  fly  small 
jets.  American,  whose  recent 
$6  billion  airplane  deal  with 
Boeing  hinged  on  passage  of 
the  contract,  says  it's  "ex- 
ti-emely  disappointed"  by  the 
rejection — a  personal  defeat 


DOUBLE  TAKE 

Investors  bid  up  Doubletree 
shares  13%  preceding  news 
on  Dec.  31  of  the  hotelier's 
plan  to  acquire  Hong  Kong- 
based  Renaissance  Hotel 
Group.  By  Jan.  6,  the  stock 
had  dropped  9%,  forcing 
Doubletree  to  raise  its  bid 
5%,  to  $890  million.  Analysts 
say  they  still  like  the  price — 
and  the  company's  expan- 
sion. A  $100  million  company 
a  year  ago,  it  paid  $1.2  bil- 
lion in  December  for  Red  Lion 
Hotels.  The  new  deal  would 
give  it  382  hotels  and  close 
to  $700  million  in  sales, 
making  it  the  nation's  third- 
largest  hotel  manager. 


DEC,  2. '96  JAN,  7, '97 
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for  President  Donald  Carty, 
who  headed  the  negotiations. 


RIGOR  MORTIS  FOR 
A  FUNERAL-HOME  BID 

SERVICE  CORP.  INTERNATION- 

al's  biggest  deal  is  dead.  Tlie 
funei-al-home  kingi^in  on  Jan.  7 
abandoned  its  $2.9  billion  hos- 
tile bid  for  Canada's  The 
Loewen  Group,  North  Ameii- 
ca's  second-largest  funeral- 
home  operator.  Loewen  had 
bitterly  fought  SCi's  offer, 
launching  an  antitrust  suit, 
gi-anting  hefty  sevei^ance  deals 
to  dozens  of  its  executives, 
and  spending  $325  million  on 
its  own  acquisition  spree,  sci's 
failed  bid  leaves  it  a  tad  small- 
er: It  was  obliged  to  put  its 
40%  stake  in  Equity  Coi-p.  In- 
ternational on  the  market  to 
allay  antitrust  concerns. 

WAYNE'S  GROWING 
CAR  WORLD 

CAN      DEALMAKER  WAYNE 

Huizenga  live  up  to  investors' 
estimations?  He  certainly  does 
try.  Two  months  after  paying 
$625  million  in  stock  for 
Alamo  Rent-A-Car,  Huizen- 
ga's  Repubhc  Industries  said 
on  Jan.  6  it  would  buy  Na- 
tional Car  Rental  System  in  a 
$600  milHon  stock  deal.  The 
two  chains  make  Republic  the 
largest  operator  in  the  car 
rental  business.  Add  them  to 
Repubhc's  gi-owing  AutoNa- 
tion USA  used-cai"  chain  and 
recently  acquired  new-car 
dealei-ships,  and  Huizenga  ap- 
pears well  set  to  create  a 
"cradle-to-gi-ave"  automotive 
super-supplier.  Does  it  justify 
a  stock  multiple  of  125  times 
1996  earnings?  Maybe  not, 
but  Wall  Street's  zeal  gives 
Huizenga  plenty  of  takeover 
currency  for  futiu-e  deals. 

JOCKS  VS.  THE  NCAA: 
A  CASE  OF  BIAS? 

IN  1986,  THE  NATIONAL  COL- 

legiate  AtWetic  Assn.  set  min- 


HEADLINER:  MICHAEL  MITOMA 


CAUGHT  IN  THE  DONORGATE  GLARE 


I 


"I  would've  thought  it  was 
i-eally  funny — if  I  hadn't 
been  involved,"  says 
Michael  Mitoma.  By 
hubris  or  by  acci- 
dent, though,  Mit- 
oma is  embroiled 
in  the  widening 
White  House 
fund-raising 
brouhaha. 

Mitoma,  53,  an 
international  busi-  j^^. 
ness  broker  and  the 
mayor  of  Carson,  Calif., 
aiTanged  for  Korean  entre- 
preneur John  Lee  to  at- 
tend an  Apr.  8  dinner  with 
President  Clinton.  In  re- 
turn, Lee  cut  a  check  for 
$250,000  from  his  newly 
created  U.S.  subsidiary. 
But  Lee,  who  doesn't 
speak  Enghsh,  and  his  par- 
ty bolted  right  after  the 


photo  op  without  staying 
to  eat. 

Because  the  contribution 
from  a  foreign  national 
was  illegal,  Lee  got 
his  money  back. 
And  Mitoma  was 
left  with  his  un- 
^       disclosed  con- 
gm  suiting  fee  and 
some  bad  pubh- 
city.  That's  noth- 
^  '  ing  new:  In  1987, 
■        his  bank's  board 
ousted  him  as  chairman  in 
a  tiff  over  expansion  plans. 
Later,  Mitoma  admitted  he 
had  inflated  his  biography 
to  include  an  mba.  And 
California's  Fan-  Political 
Pi"actices  Commission 
found  that  he  had  \iolated 
disclosure  law  by  failing  to 
report  a  $60,000  loan. 

By  Larry  Armstrong 


imum  academic  requirements 
for  student  athletes  to  defuse 
criticism  that  universities 
were  no  more  than  training 
camps  for  professional  teams. 
Now,  that  rule  itself  is  under 
attack.  The  Tiial  La\vyei-s  for 
Public  Justice  on  Jan.  8  filed  a 
federal  suit  against  the  ncaa 
in  Philadelpliia.  The  chai-ge: 
Mandating  minimum  test 
scores  on  cultiu-ally  biased  ex- 
ams discriminates  against 
black  students.  The  group 
brought  the  action  on  behalf 
of  two  Philadelpliia  ti-ack  stai-s 
who  fell  short  of  the  range  of 
820-1,010  required  on  the 
Scholastic  Assessment  Test. 


TEAMING  UP  TO  BUY 
THE  DODGERS 

SOME  OF  LOS  ANGELES'  HE/W- 

iest  hitters  are  taldng  tenta- 
tive cuts  at  the  city's 
Dodgers  baseball  team.  For- 
mer Baseball  Commissioner 
Peter  UebeiToth,  O.J.  Simp- 
son attorney  Robert  Shapiro, 


and  Warner  Brothers  co- 
chairman  Robert  Daly  all  say 
they  may  put  together  in- 
vestor groups  to  buy  the 
fi-anchise,  which  owner  Peter 
O'Malley  put  on  the  block  on 
Jan.  6.  A  possible  coiporate 
buyer  is  Rupert  Murdoch's 
News  Coi-p.,  wliich  could  use 
the  team  as  a  cornerstone 
of  its  three-month-old  Fox 
Sports  cable  channel.  The 
Dodgers  won't  come  cheap: 
With  its  stadium  and  train- 
ing faciUties,  the  team  could 
fetch  at  least  $250  million. 

ET  CETERA . . . 

■  Netscape  stock  dropped 
19%  Jan.  7  after  an  analyst 
downgraded  his  rating. 

■  Newmont  Mining  upped  its 
hostile  offer  for  Santa  Fe 
Pacific  Gold  to  $2.15  billion. 

■  Sam  Nunn.  Senate  Armed 
Forces  ex-chairman,  joined 
General  Electrics  board. 

■  ADT  asked  shareholders  to 
reject  a  hostile  $8.5  billion 
bid  from  Western  Resources. 
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BIOTECH 


A  BOOSTER  SHOT 
FOR  GENE  THERAPY 


FTC  trustbusters  put  conditions  on  a  merger  even  though  the  technology  is  in  its  infancy 


In  March,  1996,  Swiss 
di-ug  giants  Ciba-Geigy 
Ltd.  and  Sandoz  Ltd. 
announced  plans  to 
merge,  forming  a  $63  bil- 
lion company  with  $30  bil- 
Uon  in  sales  of  drugs,  her- 
bicides, and  much  more. 
But  it  wasn't  only  these  big 
products  that  drew  the 
scrutiny  of  the  Federal 
Trade  Commission's  trust- 
busters. In  an  unusual 
move,  they  focused  on  the 
burgeoning  area  of  gene 
therapy — a  field  with  no 
products,  no  sales,  and  a 
market  that  is  a  decade  or 
more  from  taking  off. 

The  FTC  was  woi-ried 
that  the  new  company, 
called  Novartis,  would  have 
a  monopoly  on  key  ele- 
ments of  gene  therapy  tech- 
nology. On  Dec.  17,  the 
agency  directed  Sandoz  and 
Ciba-Geigy  to  license  some 
two  dozen  gene  therapy  patents  to 
Rhone-Poulenc  Rorer  Inc.,  their^  direct 
competitor  in  the  emerging  field".'' 
DISTANT  PAYOFF.  The  decision  marks  a 
change  in  direction  for  the  ftc  and  its 
fellow  trustbusters  at  the  Justice  Dept. 
In  areas  where  the  government  expects 
a  payoff — even  a  distant  one — ^it  has  de- 
cided to  reduce  barriers  to  innovation 
and  competition  as  early  as  possible.  In 
the  past,  the  ftc,  which  oversees  merg- 
ers and  acquisitions,  has  generally  wait- 
ed until  industries  became  more  estab- 
lished or  technologies  were  much  closer 
to  market.  Now,  there  are  likely  to  be 
many  opportunities  for  the  ftc  to  act, 
as  consolidation  in  high-tech  industries 
continues. 

The  Novartis  case  marks  the  earli- 
est intervention  by  the  agency  so  far. 
The  action  is  prompted  by  the  ftc's  be- 
lief that  the  market  for  gene  therapy 
could  reach  $4.5  billion  by  2010.  "It's  the 
most  important  case  we've  ever  done," 
says  Claudia  R.  Higgins,  senior  staff  at- 


By  ordering  Novartis 
to  share  patents, 
the  FTC  hopes  to 
foster  competition 


tomey  at  the  ftc.  If  companies  see  a 
"patent-blockaded  pathway,"  she  says, 
they'll  spend  their  research  dollars  else- 
where. The  ftc  hopes  that  by  clearhig 
that  pathway  it  wdll  speed  the  anival  of 
life-saving  drugs — at  reasonable  prices. 

Gene  therapy  is  a  method  of  treating 
disease  by  modifying  the  genes  in  a  pa- 
tient's cells.  It  can  be  done  by  injecting 
genetic  material  into  the  body,  or  by 
removing  cells,  correcting  their  genes, 
and  putting  them  back.  Diseases  such  as 
cancer,  along  with  hereditai-y  ills  such  as 
cystic  fibrosis  or  Huntington's  disease 


could  be  treated  this  way. 

So  far,  there  have  been 
only  a  handful  of  clinical  tri- 
als of  gene  therapy,  and 
most  of  them  have  been 
disappointing.  But  in  the 
past  few  years,  scientists 
have  been  working  on  new 
techniques  for  delivering 
genes  to  cells  and  for  con- 
trolling their  functions  in- 
side the  body,  and  many  be- 
Heve  that  the  problems  will 
be  solved. 

The  patents  in  question 
in  the  Novartis  case  fall  into 
fom-  areas.  The  first  two  are 
fairly  narrow:  In  one,  San- 
doz is  required  to  shai'e  the 
licensing  rights  for  a  hemo- 
phiHa  gene.  The  other  in- 
volves a  gene  for  chemo- 
resistance  that  could,  when 
slipped  into  cancer  patients' 
bone  maiTow  cells,  protect 
them  from  the  ravages  of 
chemotherapy.  Under  the 
FTC  agi-eement,  Ciba,  its  affiliate  Chi- 
ron Coi-p.,  and  Sandoz  would  be  baiTed 
from  obtaining  an  exclusive  license  for 
this  gene. 

BIG  STAKES.  In  the  remaining  two 
areas,  the  ftc  decision  has  wider  impli- 
cations. The  agency  has  ruled  that 
Sandoz-owned  Genetic  Therapy  Inc. 
must  license  a  broad  patent  that  covere 
all  products  based  on  "ex-vivo"  therapy, 
in  which  cells  are  removed  fi'om  the 
body,  genetically  altered,  and  replaced. 
But  Novartis'  new  ceo,  Daniel  Vasella, 
says  he  always  intended  to  license  the 
Genetic  Therapy  patent:  "This  is  no 
change  for  me." 

There  is  more  at  stake  in  the  fouith 
area.  Both  Chiron  and  Genetic  Therapy 
hold  key  patents  for  a  promising  tecli- 
nique  for  treating  cancer  and  other  ills: 
the  use  of  herpes  simplex  viins  to  de- 
liver a  gene  called  tk,  or  thymidine  Ici- 
nase,  to  diseased  cells.  The  tk  gene 
alone  lias  no  effect  on  cells.  But  when  a 
patient  is  then  given  a  dose  of  the  ding 
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gancyclovir,  any  cells  containing  the  tk 
gene  are  Idlled. 

Doctors  envision  using  the  herpes- 
TK  technology  in  bone-marrow  trans- 
plants. The  idea  is  to  slip  the  tk  gene 
into  the  transplanted  cells.  If  they  are 
rejected,  doctors  can  administer  a  dose 
of  gancyclovir  and  kill  them  off.  An- 
other scheme  is  to  put  the  TK  gene  into 
cancer  cells.  Several  companies,  includ- 
ing Rhone-Poulenc  Rorer,  are  already 
injecting  the  tk  gene  dii-ectly  into  brain 
tumors.  The  herpes-TK  therapy  "will  be 
an  important  short-term  mai'ket,"  says 
Edward  M.  Hurwitz,  a  biotechnology 
analyst  at  Robei-tson,  Stephens  &  Co.  in 
San  Francisco. 

LANDMARK?  The  FTC  decision  requires 
Chii-on  and  Genetic  Therapy  to  license 
the  herpes-TK  technology  to  Rhone- 
Poulenc  Rorer.  For  Chiron  to  agree, 
Ciba  had  to  sweeten  the  deal.  "We 
thought  we  were  giving  up  a  substantial 
position,"  says  Lewis  T.  Williams,  se- 
nior vice-president  for  R&D  at  Chiron. 
He  calls  the  herpes-TK  technology  "one 
of  the  &'st  truly  useful  technologies  in 
gene  therapy."  Chii'on  will  now  get  the 
rights  to  Genetic  Therapy's  gene  thera- 
py patents  and  a  $60  million  payment. 

The  FTC  believes  its  foray  into  gene 
therapy  is  a  landmark  decision,  and 
Vasella  agi-ees.  "The  naling  chai'ts  new 
ground,"  he  says.  "It  inherently  says 
that  the  FTC  wants  to  somewhat  control 
the  field  of  innovation."  But  such  forays 
ai-e  still  untested.  Vasella  worries  that 
too  much  competition  in  a  field  such  as 
gene  therapy  can  lead  to  a  reduced  re- 
turn on  investment.  Companies  won't 
want  to  spend  the  money  on  truly  in- 
novative drugs. 

In  the  case  of  gene  therapy,  most  ex- 
perts believe  Vasella's  fears  are  un- 
founded. Novartis  and  Rhone-Poulenc 
Rorer  remain  the  two  powerhouses. 
And  the  technology  is  evolving  rapidly, 
with  new  gene-delivery  methods  and 
other  techniques  offering  opportunities 
for  lucrative  patents.  "The  field  is 
leapfrogging  itself,"  says  Jude  Samulskd, 
director  of  the  University  of  North  Cai-- 
olina's  Gene  Therapy  Center.  The  Ciba- 
Sandoz  case  is  an  indication  that  the 
FTC  will  continue  to  have  a  hand  in 
keeping  the  field  vibrant. 

By  Naomi  Freundlich  in  New  York 
with  Catlierine  Yang  and  John  Carey  in 
Washiru/tmi 

'YOUR  HEALTH'  ON  AOL 

On  Wednesday,  Jan.  15,  at  8  p.m.  est,  Stephen 
Morse  of  the  Defense  Dept.  will  discuss  exot- 
ic new  infectious  diseases  as  part  of  business 
week's  "You  and  Your  Health"  series  on  Amer- 
ica Online.  You  can  participate  by  visiting  busi- 
ness week's  area  (keyword:  BW)  or  going  to  the 
Coliseum  (keyword:  ©Coliseum). 


STRATEGIES 


THIS  CAT 

KEEPS  ON  PURRING 

Despite  labor  woes,  Caterpillar's  plans  are  paying  off 


In  the  Kansas  City  (Mo.)  showroom  of 
Caterpillar  Inc.  dealer  Dean  Machin- 
ery Co.,  one  of  the  hottest-selling 
products  has  nothing  to  do  with  the 
construction  equipment  for  which  Cat 
has  always  been  best  knovm.  The  sur- 
prise seller?  Engines  that  generate  elec- 
tricity. With  local  buyers  snapping  up 
the  generators — ^foui-  of  the  five  river- 
boats  in  the  Kansas  City  area  use  them 


SUovetog  money  into 


for  emergency  power,  for  example — sales 
of  Cat's  engines  doubled  in  1996,  helping 
fuel  a  record  year  at  the  distributoi"ship. 

While  the  strong  economy  is  also  lift- 
ing rival  equipment  makei-s  Deere  &  Co. 
and  Case  Corp.,  a  flood  of  new  products 
and  the  fruits  of  a  six-year  capital-spend- 
ing drive  have  Caterpillar  on  a  tear.  Af- 
ter turning  in  a  19%  profit  surge,  on 
sales  up  12%  in  1995,  the  Peoria  compa- 
ny should  report  net  income 
up  18%,  to  $1.34  billion,  for 
1996,  on  a  sales  gain  of  just 
2%,  to  $16.4  billion,  according 
to  Fh-st  Call  estimates.  That 
handily  beat  the  expected  4% 
earnings  gain  at  Case  and  the 
16%  recorded  at  Deere.  Deere 
and  Case  mainly  make  farm 
implements,  so  they  aren't 
head-on  rivals  for  Cat.  But 
Caterpillar  faces  formidable 
global  competition  fit)m  Japan's 
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Komatsu  Ltd.  Cat's 
strong  performance 
came  despite  the  rough- 
ly 40%  runup  in  the 
value  of  the  dollar  vs. 
the  yen  in  the  past  18 
months — a  shift  that 
made  Komatsu's  products  more  compet- 
itive internationally. 

It's  been  a  sttmning  surprise  for  Wall 
Street  and  for  Cat  itself.  In  late  1995,  the 
company  predicted  the  U.S.  economy 
would  slide  into  a  recession,  dragging 
down  sales  and  profits.  But  after  Cat 
proved  itself  wrong,  its  shares  rose  28% 
in  1996,  to  75,  besting  a  gain  of  20%  for 
the  Standard  &  Pooi-'s  500-stock  index. 
STIFF  PRICE.  That  seems  reward  e'hough 
for  Donald  V.  Fites,  the  combative  chair- 
man and  CEO  who  has  led  this  classic 
American  manufacturer  through  a  tu- 
multuous makeover  during  his  six  years 
at  the  helm.  At  a  time  when  many  hearts 
land  manufacturers  closed  U.S.  plants 
and  shipped  production  overseas,  Fites 
decided  to  .stay  put.  He 
set  a  strategy  aimed  at 
maintaining  a  competi- 
tive domestic  manufac- 
turing base — even  as 
Cat  works  to  boost 
overseas  sales  from  the 
current  50%  to  75%.  To 
survive,  however,  Fites 
argued  that  Cat  had  to 
cut  its  costs  and  bolster 
its  product  line. 

Today,  the  strategy 
appears  to  be  paying  off, 
although  at  a  liigh  price: 


COMBATIVE: 

Fites  still  needs  to  find 
commmon  ground  with 
theUAW 


Cat's  five-year-long 
cold  war  with  the 
United  Auto  Workei-s 
ovei-  wages  and  bene- 
fits remains  unre- 
solved. Fites  declined 
to  speak  to  ruriness 
WEEK.  But  Chief  Fi- 
nancial Officer  Doug- 
las R.  Oberhelman 
says  Cat  remains 
committed  to  the 
strategy,  despite  its 
union  woes.  "The 
work  we  have  done 
the  last  four  years 
paid  off  in  a  big  way 
in  1996,"  he  says. 

The  first  step  was 
an  inten.sive  six-year 
capital-investment 
program  to  make 
manufacturing  more 
flexible.  Because  it 
can  now  make  differ- 
ent products  without 
reconfigming  assem- 
bly lines.  Cat  has  cut 
manufacturing  times 
by  75%  and  invento- 
ries by  60%.  The  re- 
sult: Operating  mar- 
gins should  hit  more 
than  12%  for  1996,  up 
from  5.4%  in  1993. 
Cat  has  also  added 
220  new  or  upgraded  products,  often  get> 
ting  new  mileage  out  of  traditional  tech- 
nologies. Although  Cat  has  long  built  en- 
gines to  go  inside  its  construction 
equipment,  for  example,  in  recent  years 
engineers  have  developed  engines  for 
other  uses,  such  as  generators,  heavy- 
duty  trucks,  and  boats.  Now,  engines  ac- 
count for  25%  of  sales — and  that's  grow- 
ing. Oberhelman  predicts  that  industry 
sales  of  power-generating  engines  alone 
will  triple  from  their  current  $5  billion  in 
the  next  5  to  10  years.  A  little  innova- 
tive thinking  has  also  led  to  a  lateral 
push  into  agricultiu'al  equipment,  a  mar- 
ket where  Cat  was  long  only  a  minor 
player.  Cat  transferred  rubber  tracks — 
common  on  construction  gear — to  farm 
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ti-actors,  which  typically  run  on  wheels. 
The  ti-acks  cut  soil  compaction,  improve 
yields,  and  let  farmers  work  their  fields 
in  foul  weather. 

Overseas,  demand  for  large,  heavy- 
duty  construction  machinery  is  still 
gi-owing.  So  Cat  has  added  distribution 
in  such  markets  as  China,  Russia,  and 
Vietnam.  "In  all  developing  countries, 
the  first  thing  to  develop  is  the  infra- 
stiiictui-e,"  says  Oberhelman. 

Although  Cat  has  come  a  long  way, 
threats  still  loom.  The  stronger  dollar  is 
bound  to  bite.  And  some  analysts  cau- 
tion that  the  investment  in  equipment 
has  left  Cat  less  flexible  than  in  the 
past.  The  logic?  Cat  can  lay  off  workers, 
but  not  machines.  "On  the  downside, 
everybody's  going  to  be  surprised  at 
how  ugly  it  gets,"  says  Lisa  Shalett,  an 
analyst  at  Sanford  C.  Bernstein  &  Co. 
With  Cat  saying  it's  expecting  demand 
for  machines  to  be  flat  in  1997  because 
of  a  slower  U.  S.  economy  and  moderate 
worldwide  growth,  analysts  foresee  a 
stingy  1%  increase  in  profits  this  year. 
UNEASY  STANDOFF.  Perhaps  the  biggest 
unknown  is  how  the  continuing  dispute 
with  the  UAW  will  play  out.  Although 
the  union  retm-ned  to  work  in  Decem- 
ber, 1995,  after  a  bitter  18-month  strike, 
its  members  refused  to  ratify  the  no- 
frills  contract  offered  and  are  now  work- 
ing without  one.  "There  is  still  a  lot  of 
tension,"  says  Randy  Morrell,  president 
of  the  UAW  local  in  Decatur,  111. 

Despite  the  uneasy  standoff,  the 
union's  return  has  helped  Cat  meet 
siu-ging  demand.  And  so  fai-,  it  has  been 
able  to  play  hardball  with  the  union  and 
win  virtually  every  inning.  During  the 
strike.  Cat  maintained  production,  and 
the  UAW  returned  to  work  under  essen- 
tially the  same  terms  it  was  offered  be- 
fore the  strike.  Still,  Cat's  commitment 
to  a  U.  S.  manufactm'ing  base  means  it 
will  eventually  have  to  find  common 
ground  with  the  UAW,  which  represents 
about  24%  of  its  55,000  employees.  Its 
plans  to  keep  up  the  gains  in  introduc- 
ing new  products  depend  on  worker 
participation  for  continued  success. 

After  yeai-s  of  battle  and  a  painfiil  de- 
feat, the  UAW  seems  ready  to  cooperate 
on  the  shop  floor,  even  if 
the  two  sides  remain  fai' 
apai-t  at  tlie  bai-gaining 
table.  "Our  people  are 
absolutely  committed  to 
maldng  innovative,  qual- 
ity 131-oducts,"  says  Mor- 
I'ell.  Management  and 
the  UAW  Itnow  tliat  for 
Cat  to  continue  churn- 
ing out  successfiil  new 
pi-oducts,  it  needs  sldlled 
woi'kers  to  make  them. 
By  Peter  Elstrom 
in  Chicago 


DEC.'96 


DATA:  BlOOMDtRG  FINANCIAL  MARKETS 


BUSINESS  WEEK  /  JANUARY  20,  1997  37 


Cover  Story 


FAITH,  FORTUNE.  AND 
PAUL  REICHMANN 


The  mastermind  of  Olympia  &  York  was  so  talented, 
so  pious,  so  ambitious.  So  how  could  he  fail? 


BY  Anthony  Bianco 

Feiv  busmessmen  have  ever  single-handedly 
taielded  so  much  power  to  as  calamitous 
effect  as  Paul  Reichmann,  the  mastermind 
of  Olympia  &  Yar'k  Developments  Ltd.  Founded 
by  Paul  and  ttvo  of  his  brothers  in  Toronto  in 
the  late  1950s,  Olympia  &  York  at  its  peak  had 
amassed  $25  billion  in  assets,  including  W  of- 
fice toioers  and  controlling  stock  holdings  in 
Abitibi-Price  Inc.,  Gulf  Canada,  and  a  half- 
dozen  other  major  industrial  corporations.  Yet 


At  the  Canary  Wharf 
site  in  1987:  The 
collapse  of  the  London 
real  estate  project 
would  teach  Reichmann 
that  he  was  fallible 


no  one  but  a  Reichmann  ever  owned  stock  or 
sat  on  o&y's  board.  Through  his  unrelenting 
drive  and  outsize  talent,  Paul,  the  fifth  of  six 
siblings,  came  to  dominate  completely  this  most 
private  of  corporate  empires. 

Reichmann's  forte  as  a  property  developer 
was  the  contrarian  masterstroke,  whether  it 
was  erecting  a  72-story  tower  in  downtown 
Toronto  when  many  considered  the  city  already 
overbuilt  or  constructing  the  grandest  addition 
to  the  New  York  City  skyline  in  half  a  centu- 
ry— the  World  Financial  Center-— on  a  sand- 
bar in  the  Hudson  River. 
Paul  was  widely  lauded  as 
a  commercial  genius,  "an 
Einstein  in  a  field  that 
doesn't  usually  p)~oduce  Ein- 
steins,"  as  one  longtime  col- 
league put  it. 
Rarely  has  extreme  com- 
mercial ambition  come  as  decorously  packaged 
as  in  the  person  of  Paul  Reichmann.  Bom  in 
Vienna  in  1930,  he  had  resided  in  Paris, 
Antwerp,  London,  Tangier,  Casablanca,  and 
Jerusalem  before  his  24-th  birthday.  With  his 
shy  smile,  soft-spoken  politesse,  and  elegantly 
funereal  attire,  the  peripatetic  Reichmann  was 
a  capitalist  daredevil  in  the  genteel  guise  of 
an  undertaker. 

Like  their  Hungarian  forebears,  he  and  his 
brothers  were  strictly  observant,  or  ultra- 
Orthodox,  Jews.  Even  as  their  collective  for- 
tune topped  $10  billion,  ravking  them  among 
the  dozen  richest  families  in  the  world,  the 
Reichmanns  led  rigorously  devout,  »  '  '.  and 
private  lives,  mixing  as  lit- 
tle as  possible  with  nonbe- 
lievers  away  from  business. 
Revered  by  their  Orthodox 
peers  for  their  charity  and 
religiosity,  the  brotliers  were 
no  less  esteemed  by  their 
business  peers  for  their  in- 
tegrity. In  straddling  the 
disparate  worlds  of  casino 
capitalism  and  religions 
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The  Old  Country:  Hungary  and  Austria 


DAVID  REICHMANN 
Hungary,  mid-1930s 

The  palriarch  suffered  a  stroke 
in  1938  thai  hroueht  the  family 
together-and  took  it  away  from 
the  Nazis'  dutches 


SAMUEL  REICHMANN 
Circa  1940 

In  Vienna,  he  built  a  thriving 
egg-wholesaling  business,  but 
he  fled  as  soon  as  the  Germans 
marched  into  Austria 


fundamentalism,  the  Reichmanns  maintained 
an  improbable  equipoise  that  seemed  to  con- 
found the  Biblical  command  "Ye  cannot  serve 
God  and  Mammon." 

In  truth,  the  brothers  were  never  quite  the 
equal  of  the  superhuman  myth  that  grew  up 
around  them.  Their  unusual  background  in- 
stilled in  them  high  purpose  and  considerable 
self-reliance,  hut  it  also  bred  an  insularity  that 
left  fateful  gaps  in  their  knowledge,  judgment, 
and  abilities.  When  they  finally  lost  their  finan- 
cial balance,  they  fell  to  earth  uMh  a  resounding 
thud.  In  1992,  in  the  midst  of  a  profound  slump 
in  global  property  markets,  creditors  seized  con- 
trol of  o&Y,  dismantling  it  in  the  process.  In  less 
than  five  years,  the  Reichmanns  had  squan- 
dered virtually 
their  entire  $10 
billion  fortune. 
o&Y  most  likely  would  have  survived  had 
Paul  not  been  compelled  continually  to  top 
himself  as  a  developer.  Over  the  decades,  his  sig- 
nature projects  traced  a  steeply  rising  arc  of 
scale  and  risk,  culminating  in  the  $6  billion,  24- 
building  Canary  Wharf  in  London.  In  the  end, 
Reichmann's  ambition  overwhelmed  his  talent, 
vast  though  it  was.  The  roots  of  his  compulsion 
are  buried  deep  in  the  tumultuous  history  of  an 
almost  miraculously  accomplished  family. 
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The  Bar  Mitzvah  in  Beled 


Paul's  father,  Samuel  Eeichmann,  grew  up  in  Beled,  a  Hun- 
garian village  not  fai-  from  the  Austrian  border.  As  a  young 
man,  he  built  an  egg-wholesaling  business  that  soon  encom- 
passed most  of  western  Hungary.  In  1921,  he  manied  Renee 
Gestetner,  a  descendant  of  one  of  the  region's  most  distin- 
guished Orthodox  families.  Seven  years  later,  the  couple 
breached  the  geographic  constraints  of  Orthodox  traditionalism 
to  seek  their  foi-tune  in  Vienna,  where  Samuel's  business 
thrived.  He  entrusted  his  profits  to  a  Swiss  bank,  as  Austrian 
Jews  were  increasingly  menaced  by  Nazi  anti-Semitism. 

In  early  1938,  the  Reichmanns  began  planning  the  bar 
mitzvah  of  Edwai-d,  theii'  second  child  and  the  eldest  of  five 
sons.  The  ceremony  was  set  for  Mai".  12  at  Vienna's  preeminent 
Orthodox  synagogue.  Two  weeks  before  the  great  day,  Samuel's 
father,  David  Reichmann,  suffered  a  stroke  in  Beled.  To  ac- 
commodate the  ailing  patriai'ch,  Samuel  decided  to  move  the 
ceremony  there.  Edward  traveled  immediately  to  Beled  and 
soon  was  joined  by  Ms  mother  and  15-yeai-old  sister,  Eva.  On 
Mar.  11,  Samuel  aiiived  with  Louis,  10.  Albert,  9,  Paul,  7, 
and  Ralph,  4,  remained  in  Viemia  \\ath  Tnidy,  their  naraiy. 

That  very  evening,  thousands  of  brown-sliiited  Nazis  and 
their  sympathizei"s  pom'ed  into  the  streets  of  Vienna  chanting 
"One  people,  one  Reich,  one  Fiilu-er!"  and  "Judah  perish!" 
The  mob  rampaged  tlu-ough  the  city's  Jewsh  district,  vandal- 
izing stores  and  di-agging  Jews  from  taxicabs  to  assault  them. 
Radio  repoits  from  Vienna  triggered  copycat  violence  tlu-ough- 
out  the  Hmigarian  countiyside.  In  Beled,  a  roving  gang  of 
youths  hurled  stones  at  Jewish  houses. 

Beliind  the  shuttered  windows  of  the  Reiclimann  home  on 
Beled's  main  street,  the  fajnily  continued  its  prepai-ations,  lis- 
tening to  the  radio  and  ignoiiiig  the  racket  outside  as  best  as 
it  could.  Edwaitl  was  crestfallen  when  liis  mother  took  liim 
aside  and  explained  that  it  had  become  too  dangerous  for  liis 
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LOUIS,  ALBERT, 
EVA,  AND 
EDWARD 
REICHMANN 
Vienna,  1930 

The  shifting  of  Ed- 
ward's bar  tnilzvah 
to  Hiinmry  after 
David  neichmaiin's 
stroke  was  seen  as 
an  act  ofGod-and 
helped  give  the 
family  a  sense  of 
special  destiny 


mentor,  the  chief  rabbi  of  the  nearby  town  of  P^pa,  to  attend. 

At  daybreak,  Germany's  Eighth  Army  crossed  unopposed 
into  Austria.  A  few  hours  later,  200  of  the  Reichmaims'  friends 
and  relatives  gathered  at  the  little  synagogue  in  Beled  and  lis- 
tened as  Edward  delivered  his  Talmudic  discourse  in  a  clear, 
strong  voice.  It  would  have  qualified  as  a  manfully  defiant 
performance  had  he  given  the  German  taking  of  Vienna  a 
second  thought.  "To  me,  the  big  thing  was  that  the  rebbe 
didn't  come  from  Papa,"  Edward  recalls. 

While  the  Reichmanns  and  'their  guests  were  at  the  bar 
mitzvah  reception,  a  pogrom  raged  back  in  Vienna.  Crowds 
gathered  to  jeer  as  even  the  most  infirm  and  elderly  Jews  were 
forced  to  use  toothbrushes  or  their  bare  hands  to  scrub  anti- 
Nazi  graffiti  from  sidewalks  and  buildings.  On  Saturday 
evening,  the  Gestapo  began  rounding  up  Vienna's  richest  Jew- 


Roots  of  the  Dynasty 


DAVID  REICHMANN 
1862-1940 
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LIDI  FELDMANN 
1865-1944 
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ish  businessmen.  The  next  morning,  Samuel  Reichmann  dialed 
his  own  number  in  Vienna. 

"What's  new?"  he  asked  the  nanny 

"Oh,  nothing,"  Trudy  replied.  "Only  some  men  from  the 
Gestapo  were  here."  She  was  not  being  droll.  Young  and  gen- 
tile, she  did  not  perceive  the  menace  in  a  knock  on  the  door 
and  an  inquiry  as  to  her  employer's  whereabouts. 

Samuel  Reichmann  would  never  again  set  foot  in  Vienna.  He 
was  loath  even  to  remain  in  Hungary,  for  he  was  convinced 
that  an  apocalyptic  war  was  at  hand  and  that  his  homeland 
would  choose  the  wrong  side.  Faced  now  viath  an  unbroken 
phalanx  of  fascism— Germany,  Austria,  Italy— that  extended 
through  the  heart  of  Europe,  Hungary  had  no  alternative  to  al- 
liance with  Hitler,  he  believed.  Why  wait  until  the  bond  was 
sealed  in  blood?  The  next  day,  Reichmann  hired  a  car  and 
crossed  alone  into  Czechoslovakia,  then  flew  to  London  seeking 
refuge  for  his  family. 

Had  David  Reichmann  not  suffered  his  stroke  when  he  did, 
and  had  Samuel  not  placed  such  importance  on  his  fathei-'s 
presence  at  Edward's  bar  mitzvah,  the  Gestapo  almost  certainly 
would  have  arrested  Samuel.  To  be  spared  the  ordeal  of  Nazi 
imprisonment  through  the  instrument  of  religious  ceremony 
was  a  deliverance  from  evil  that  the  Reichmanns  considered  an 
act  of  God  in  the  most  literal  sense.  In  the  ultra-Orthodox  view, 
as  joiunalist  David  Landau  noted  in  his  book  Piety  and  Pmv- 
er,  God  "did  not  merely  create  [the  world]  and  then  leave  it  to 
run  itself  by  rules  of  Nature  which  He  had  previously  or- 
dained —  He  is  constantly  and  directly  involved — both  in  the 
affairs  of  Man  and  in  the  operation  of  Nature." 

Embellished  in  the  retelling  over  the  years  at  countless 
bar  mitzvahs  and  weddings,  the  story  of  the  bar  mitzvah  in 
Beled  became  a  cornerstone  of  family  identity — ^Exhibit  A  in 
the  Reichmanns'  seldom  articulated  but  deeply  held  sense  of 
themselves  as  a  family  of  exalted  destiny. 
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The  Reichmanns  settled  in  Paris  and  remained  in  the  French 
capital  even  after  it  came  under  air  attack.  Ten-year-old  Paul 
horrified  his  parents  by  venturing  out  of  a  bomb  shelter  to 
sneak  a  look  at  the  sky.  "In  the  child's  mind,"  as  he  later  put 
it,  "the  adventure  stands  out,  not  the  fear."  In  mid-June, 
1940,  vnth  the  German  army  closing  in  from  the  north,  the 
family  fled  south  in  a  rented  flatbed  truck,  joining  2  million 
people  in  history's  largest  traffic  jam. 

The  family  made  its  way  to  Biarritz,  crossed  through  Spain, 
and  took  refuge  in  the  International  Zone  of  I^gier,  which 
Spain  had  recently  occupied.  In  Tangier's  incompai-ably  free- 
wheeling commercial  markets,  Samuel  made 
a  second  fortune  as  a  currency  trader  and 
banker.  His  profits  helped  underwiite  one  of 
the  most  distinctive  homegi-own  rescue 
and  relief  campaigns  of  the  Holocaust.  At  a 
time  when  much  of  Spain  itself  was  des- 
perately hungi-y,  Ren^e  and  Eva  Reich- 
mann employed  an  artful  mix  of  in- 
domitability,  feminine  charm,  homespun 
diplomacy,  and  bribei-y  to  maneuver  the 
fascist  government  of  Francisco  Franco 
into  sponsoring  the  shipment  of  tens  of  . 
thousands  of  food  parcels  to  inmates  of  | 
Nazi  concentration  camps.  1 
After  the  wai-,  TVingier  was  roiled  by  an  i 
Islamic  nationalist  movement  that  culmi-  \ 
nated  in  the  city's  absoi-ption  into  an  inde-  j 
pendent  Morocco  in  1959.  Over  a  few  ye;u-s.  ; 
the  brothei-s  and  theii-  parents  emigi-ated  to  ■ 
Canada,  while  Eva  moved  to  London.  Ed-  ! 
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The  Masterpieces 


The  Downfall 


WORLD  FINANCIAL  CENTER 
New  York  City 

Wliile  other  developers  were  leery,  O&Y 
committed  to  the  project.  They  built  it- 
011  time  and  on  budget-and  became 
Manhattan's  biggest  property  owners 


FIRST  CANADIAN  PLACE 
Toronto 

hfast  became  Canada's  premier  corporate 
address  and  established  O&Y  as  the  world's 
most  efficient  skyscraper  builder 


ALBERT  AND  PAUL 
REICHMANN 
Toronto,  1992 

By  May,  1992,  Canary  Whaif 
was  lost,  and  a  fortune  had 
vanished 


•ward  settled  in  Canada  fust,  in  Montreal,  where  in  1955  he 
founded  Olympia  IVading  Co.  to  import  tiles  from  Spain. 

In  naming  this,  the  predecessor  to  one  of  liistoiys  gi'eatest 
private  corporations,  Edwai'd  put  the  Olympia  in  Olympia  & 
York  by  purest  happeiistiuice.  He  was  in  his  hotel  room  one  af- 
ternoon when  his  lawyei  called  from  the  coiporate  registry  to 
say  that  all  of  Edwai'd's  choices  were  taken.  Idly  examining  the 
contents  of  his  suitcase,  Edward  came  across  two  new  pairs  of 
socks.  One  canied  the  biand  name  Panther,  the  other  Olympia. 
"How  about  OlympiaV  he  asked.  And  so,  Olympia  it  was. 

At  first,  Paul  had  seemed  the  Reichmann  least  likely  to  de- 
vote himself  to  coninieice.  in  1947,  at  16,  he  had  left  Tangier 
for  five  years  of  Talniudic  instruction  in  Britain  and  Israel. 
He  returned  quaUfied  to  piactice  as  a  rabbi  but  followed  in- 
stead in  the  activist  footsteps  of  his  mother.  From  1953  to 
1956,  he  worked  without  pay  as  educational  director  of  a  phil- 
anthi-opy  that  ran  religious  schools  for  Morocco's  impover- 
ished native  Jews.  Based  in  Casablanca,  he  traveled  the 
vast  Moroccan  hinterland.  "Paul  was  a  tremendous  ideal- 
ist," says  Moses  Lasxy,  Reichmann's  closest  associate  in 
those  years.  "A  great  iii'e  bui-ned  within  him." 

Reichmann  didn't  so 
much  abandon  the 
cause  as  it  abandoned 
him.  By  the  time  he 
left  for  Canada  in  1966,  most  of  the  poorest  Moroccan  Jews  had 
emigrated,  mainly  to  Isiael  and  P'rance.  In  Tbronto,  Reiclimann 
gradually  refocused  the  zeal  he  had  brought  to  missionary 
work  on  the  less  selfless  caltag  of  property  development.  As  he 
tells  it,  his  diive  was  a  byproduct  of  Ol.ympia  &  York's  eai-ly 
success,  not  its  fuel;  "1  never  set  out  to  build  a  giant  company." 

For  the  strictly  obsei  vant  Jew,  commercial  ambition  is  a 
touchy  subject.  As  Reichmann  concedes:  "Personal  drive  is 
supposed  to  be  devoted  niuie  to  matters  of  the  mind  than  to 
business."  Yet  by  all  accounts  but  liis  own,  Reichmann  devot- 
ed himself  so  intensely  to  liib  new  vocation  that  he  had  little 
time  to  continue  studying  the  'Ihlrnud  and  would  struggle  to 
make  sufficient  time  fur  liis  wife  and  five  cMldi-en. 


Cover  Story 


Reichmann  shrugs  off  questions  about  his  motives  with  a 
tight  half-smile  and  polite  change  of  subject.  Wlien  pressed,  he 
implies  that  he  was  compelled  to  fill  empty  lots  by  the  same 
impulse  that  drives  a  painter  to  fill  canvases:  "There  is  the 
pm-ely  mathematical  appi'oach,  and  there  is  the  creative  pait  of 
building.  One  can  get  carried  away  vrith  the  creative  part.  It 
became  exciting  to  me  to  do  different  kinds  of  developments. 
My  ambitions  grew  in  terms  of  the  size  and  scope  and  are- 
ativity  of  the  projects.  There  is  an  enjoyment  in  being  able  to 
do  something  that  others  consider  difficult  if  not  impossible." 

In  postwar  North  America,  the  thi-eat  the  family  perceived 
was  symbolized  not  by  the  concentration  camp  but  by  the 
Reform  temple,  the  public  school,  and  the  TV  set.  The  brothers 
founded  o&y  with  the  goal  not  merely  of  making  a  li\Tng  but 
also  of  generating  the  surplus  needed  to  finance  a  self-contained 
local  infrastructure  of  parochial  schools,  synagogues,  and  othei" 
institutions  required  to  project  the  family's  religious  identity 
into  succeeding  generations.  Long  before  they  became  billion- 
aires, they  set  aside  a  heaping  portion  of  o&y's  income  for  diai- 
ity.  All  told,  the  brothei-s  would  give  away  more  than  $1  billion, 
almost  all  of  it  to  ultra-Orthodox  causes. 


Seeds  of  Empire 


Olympia  &  York  built  more  than  100  office  towel's  and  wai-e- 
houses,  but  its  rise  to  predominance  essentially  lunged  on 
three  outsize  developments — Flemingdon  Park  and  First 
Canadian  Place  in  TDi'onto  and  the  World  Financial  Center  in 
New  York — and  one  astoundingly  prescient  purchase. 

In  each  case,  tlie  Reichmanns  profitably  spm-ned  conven- 
tional wisdom.  But  Paul  also  distinguished  himself  thi'ough  lus 
technical  mastery  of  every  facet  of  business.  "Wiat  Paul 
was  excellent  at  was  liis  ability  to  listen  and  ask  questions  of 
all  soi-ts  of  people  and  then  go  off  by  liimself  and  use  Ms  own 
brain  finesse  to  improve  on  sometliing,"  says  Robert  Canning, 
a  Toronto  investment  banker  who  helped  Reichmann  craft 
scores  of  transactions.  "He  was  better  than  liis  laNvyer,  better 
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than  his  accountant,  and,  yes,  better  than  his  financier.  He 
was  better  than  evei-ybody  at  eveiything.  For  25  years,  I  said 
he  was  the  most  brilliant  man  I  ever  met." 

Flemingdon  Pai-k  was  a  sprawling  office  development  on  the 
outskii-ts  of  Toronto  begun  by  Webb  &  Knapp,  a  U.  S.  compa- 
ny that  had  overextended  itself  and  began  selling  off  assets  at 
fii'e-sale  prices  in  the  eai'ly  1960s.  Other  developers  were  in- 
timidated by  the  sheer  size  of  half-completed  Flemingdon 
Pai"k  and  put  off  by  the  stigma  of  failure.  Although  o&Y  was 
still  tiny  by  compaiison,  Paul  recognized  a  bonanza  in  the 
making.  In  1965,  he  engineered  a  deal  in  which  he  and  his 
brothei-s  gained  control  over  the  lai'gest  pait  of  Flemingdon 
Pai'k — 300  aei-es  of  pi-ime  subm-ban  property — without  putting 
up  a  penny  of  theu"  own  money.  Completing  the  pi'oject  gen- 
erated huge  sui-plus  cash  flows  that  Paul  used  to  lay  the  foun- 
dations of  a  fai-  lai'ger  company. 

The  $200  million  Fii-st  Canadian  Place  project,  begun  in 
1973  in  partnership  with  the  Bank  of  Montreal,  completed 
the  Reichmanns'  diive  from  Toronto's  suburbs  into  its  financial 
distinct  downtown.  The  centei-piece  of  tliis  retail-and-office 
complex  was  a  72-stoiy  towei-,  the  tallest  in  the  British  Com- 
monwealth. Leased  at  premium  rents,  the  complex  was  soon 
established  as  Canada's  finest  corporate  addi-ess.  What's  more, 
in  its  constmction,  O&Y  pioneered  methods  that  established  it 
as  the  world's  most  cost-efScient  skysei-aper  builder 

Long  before  First  Canadian  Place  was  completed  in  1982, 
Paul  refocused  his  ambitions  south  of  the  Canadian  boixler  The 
bai-gain  that  he  found  in  Manhattan  in  1977  proved  one  of  the 
most  lua-ative  purchases  in  modem  real  estate  history,  vault- 
ing the  Reichmanns  into  the  ranks  of  the  superrich  in  a  few 
yeai's'  time.  O&Y  bought  eight  Manhattan  skyscrapers  fix)m  Uits 
Building  Coi"p.  for  about  $334  million — and  only  $46  million 
down — just  as  New  York's  mai-ket  began  to  pivot  from  bust  to 
boom.  o&Y  paid  $30  a  squai-e  foot  for  about  10  million  square 
feet  of  office  space.  When  the  mai'ket  peaked  in  the  late  1980s, 
the  properties  were  worth  $300  a  square  foot,  or  $3  billion. 

In  negotiating  the  Uiis  purchase,  Reichmann  demonstrated 
extraordinary  clarity  of  mind  and  gi-eat  tenacity.  The  deal's  crit- 
ical element,  though,  was  sheer  daring:  In  essence,  he  wagered 
his  company  on  his  conviction  that  Manhattan's  depressed  office 
market  would  rebound  shai-ply.  If  tmth  be  told,  he  was  at- 
tracted not  just  by  the  probability  of  success 
but  also  by  the  possibility  of  fail;;u-e.  'Taul  knew 
perfectly  well  the  lisks  he  took  and  liked  taking 
them,"  says  investment  banker  Canning,  adding: 
"He  told  me:  'My  religion  won't  let  me  go  to 
Las  Vegas.  This  is  my  Las  Vegas.' " 

By  most  intei-pretations,  Jewish  rabbinical 
law  stops  short  of  prohibiting  gambling.  But 
like  most  reMgious  fundamentalists,  the  ultra- 
Orthodox  frown  on  gambling  as  at  best  an  un- 
produc-tive  distraction.  Reichmann  disavows  the 
gambler  label,  though  not  with  the  vehemence 
one  might  expect.  "I  don't  think  I  am  [a  gam- 
bler], but  it  is  difficult  for  a  person  himself  to 
decide  about  his  character,"  he  said  a  few  years 
after  o&y's  collapse.  "...  What  some  might  call 
gambling  was  that  I  was  willing  to  risk  my 
foi-tune  on  what  were  not  yet  proven  facts." 

Reichmann  followed  the  Uris  purchase  with 
an  even  bigger  bet  on  New  York  City's  future. 
For  a  dozen  years,  officials  had  been  stiug- 
ghng  to  create  a  city-within-a-city  on  a  spit  of 
landfill  at  Manhattan's  southern  tip.  By  1980, 
the  government  was  offering  Battery  Park  City 
sites  at  giveaway  prices,  but  flevelopers  re- 
mained leery  of  the  unproven  location.  Reich- 
mann blew  away  his  rivals  by  committing  to 
construct  the  project's  commercial  core— five 


buildings  conttiining  8  million  squai-e  feet.  When  the  World  Fi- 
nancial Center  was  completed  in  1988 — on  time  and  on  bud- 
get—the Reiclimanns  suii^assed  the  Rockefellers  as  Manliat- 
tan's  lai'gest  real  estate  owners. 


Canary  Wharf 


Reichmann 
didn't  think 
the  massive 
London 
project  had 
put  O&Y  in 
jeopardy 
because  he 
never  doubted 
its  success 


Canary  Wharf,  the  last  of  o&y's  mammoth  undertakings,  was 
more  ambitious  than  the  World  Financial  Center  by  sevei-al  or- 
dei-s  of  magnitude.  First,  there  was  its  size— 24  office  buildings, 
including  a  60-story  tower  that  would  dwai-f  every  other  office 
building  in  London.  And  while  the  New  York  complex  lay 
hard  by  Wall  Street,  Canary  Whai-f  was  to  rise  two  miles 
from  the  City,  London's  financial  district,  and  in  the  wrong  di- 
rection to  boot — eastwai'd,  along  a  stretch  of  decrepit  Thames 
rivei-front  aptly  named  the  Isle  of  Dogs. 

In  the  mid-1980s,  the  Thatcher  government  had  begun  an  ef- 
fort to  rehabilitate  the  Docklands  district,  which  included  the 
Isle  of  Dogs.  But  Whitehall  failed  to  invest  in  what  the  area 
needed  most:  transportation  infrastructure.  Other  than  the 
Thames,  the  only  connections  between  the  Isle  and  central  Lon- 
don were  a  traffic-clogged  two-lane  road  and  an  um-eliable 
Ught-rail  system.  On  the  other  hand,  the  government  had 
larded  the  Isle  of  Dogs  with  tax  breaks  and  financial  incentives 
so  huge  as  to  all  but  eliminate  land  as  a  development  cost. 

Before  o&Y  pmxhased  the  site  in  mid-1987  from  an  Amer- 
ican-led investment  banking  consortium  that  had  launched 
and  promptly  abandoned  the  project,  Paul  Reichmann  made  the 
rounds  of  Britain's  largest  coiporate  tenants.  "I  asked  them, 
'Ai'e  you  satisfied  with  your  existing  space?'  The  answer  was  a 
strong  'No,'"  Reichmann  recalls.  "But  when  I  asked  them, 
'Would  you  move  to  Canai-y  Wharf?'  the  answer  also  was 
"No.' "  Englishman  Keith  Roberts,  o&y's  senior  construction  ex- 
ecutive, strongly  advised  against  Canary  Whaif.  Brothers  Al- 
bert and  Ralph  also  were  unenthusiastic. 

But  for  Paul,  Canary  Wharf  was  iiTesistible.  An  ardent 
admirer  of  Margaret  TOiatcher,  he  believed  her  administra- 
tion had  infused  Biitain  vrith  an  enti'epreneui-ialism  that  would 
make  London  the  financial  capital  of  an  increasingly  unified  Eu- 
rope. The  city  would  need  vast  amounts  of  new  office  space, 
which  only  Docklands  could  accommodate.  He 
was  confident  the  transport  deficiencies  could  be 
cured  by  joint  piivate-  and  public-sector  in- 
vestment. And  not  even  the  stuffiest  coi-po- 
rate  panjandnuns,  he  figui-ed,  would  be  able  to 
resist  ultramodern,  top-quality  space  at  half 
the  going  rate  in  the  City. 

Massive  as  it  was,  Canaiy  Wliaif  was  not 
out  of  scale  to  o&Y.  The  company  had  become  a 
colossus,  wnth  cash  flow  in  excess  of  $400  mil- 
lion a  year  But  financial  might  aside,  Paul 
didn't  beUeve  he  was  wagering  o&y's  future, 
since  he  never  doubted  Canmy  Wliaifs  success. 
The  Reichmanns  had  always  sluunk  from  pub- 
licity, but  in  the  eariy  stages  of  Canm-y  Wliarf, 
Paul  was  all  over  the  pajjers,  issuing  state- 
ments so  bullish  as  to  evoke  the  prefight  hype 
of  pi-ofes.sional  boxei-s.  "On  a  scale  of  1  to  10— 
if  the  risk  with  [the  World  I'^inancial  Centei-J 
was  9— here  it  would  he  1,"  he  jii-oclaimed. 

Othei-  developers  would  have  an~.inged  con- 
stmction finiincing  in  advance.  Not  Reichmann. 
"We  can  comi)letc  it  on  oiu-  owni  strength,"  he 
said  of  the  eight-building  fii'st  i^hase.  At  the 
gi-oundbreaking,  he  redefined  ceremonial  opti- 
mism: "Tlic  only  question  that  enlei-s  our  minds 
is:  'Will  success  hapix^n  immediately  or  lat- 
er?' "  At  57,  Reiclimann  had  ceased  believing  in 
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the  possibility  of  Iiis  own  failure.  Or,  as  he  conceded  alter 
O&y's  collapse:  "The  fact  that  I  had  been  never  wi-ong  created 
character  flaws  that  caused  me  to  make  mistakes." 

When  a  nephew  by  maniage,  Monis  Brenielc,  had  decided  in 

the  eai-ly  1980s  that  he 
wanted  to  go  into  real 
estate,  Reichmann  had 
taken  him  aside  and 
confided  in  him.  Recalls  Brenick  'Taul  told  me,  'If  you  ai-e  now 
going  into  business,  I  will  tell  you  that  what  multiplied  my  ini- 
tial success  by  a  factor  of  100  had  nothing  to  do  with  my  own 
efforts.  It  was  God's  will  that  I  was  successful  on  such  a 
scale.' "  If  the  activist  God  of  Reichmann's  faith  had  smiled  on 
his  lesser  works,  surely  He  would  not  let  Canary  Wharf  fail. 


Cover  Story 


Riiin  &  Revival 


The  Comeback 


As  it  turned  out,  in  addition  to  all  the  other  strikes  against  it, 
Ganaiy  Wharf  suffered  from  abysmal  timing.  In  late  1989-90, 
London's  office  market  plunged  into  a  deep  and  protracted  re- 
cession. o&Y  had  completed  or  nearly  completed  12  build- 
ings at  a  cost  of  about  $3  billion  but  had  preleased  only 
about  55%  of  the  space,  largely  because  it  had  failed  to  land 
a  single  British  tenant. 

North  American  property 
and  financial  mai'kets  slumped 
simultaneously,  sapping  o&y's 
strength  across  the  board. 
The  downturn  exposed  aitical 
defects  in  o&y's  foundation. 
Dm-ing  the  1980s,  the  broth- 
ers, to  hedge  their  investment 
in  real  estate,  had  shelled  out 
billions  to  buy  stock  in  oil  and 
other  natural-resource  compa- 
nies in  the  mistaken  belief 
that  the  high  inflation  of  the 
1970s  would  persist  ad  infini- 
tum. With  the  onset  of  reces- 
sion, the  portfolio's  value 
plunged.  Worse,  Paul  had  cho- 
sen to  finance  Canary  Wharfs 
eonstiTiction  by  borrowing 
against  his  trophy  properties 
in  North  America  rather  than 
selling  one  or  two,  inflating 
O&y's  indebtedness  to  an  in- 
supportable $20  billion. 

Had  Reichmann  presented 
his  many  creditors  vnth  a  re- 
alistic restructuring  plan  in 
1991,  o&Y  probably  would 
have  survived  in  shrunken 

form.  Instead,  he  went  to  great  lengths  to  mask  the  severity  of 
O&y's  problems  while  arranging  an  increasingly  desperate  series 
of  ad  hoc  transactions  in  hopes  the  world  economy  would  turn 
and  restore  the  foundations  of  the  company's  prosperity. 

In  May,  1992,  Paul  gi-udgingly  siurendered  control  of  Canai-y 
Wharf  to  court-appointed  administrators  in  London  and  piit 
O&Y  imder  bankruptcy  court  protection  in  Tbronto.  The  net  ef- 
fect was  to  dismember  the  gi-eatest  property  development 
company  in  modem  history  and  wipe  out  the  Reichmanns' 
equity,  leavmg  the  family  with  $100  million  at  most. 

Paul's  abnipt  transfonnation  fi-om  the  Einstein  of  Real  Es- 
tate into  the  Man  Who  Blew  $10  Billion  humbled  him  but 
didn't  come  close  to  extinguishing  liis  developei-'s  vei-ve.  Wliile 
he  now  admits  to  many  strategic  missteps,  he  bi-istles  at  the 
widely  held  notion  that  ti-ying  to  refasliion  tlie  Isle  of  Dogs  into 


a  business  district  to  lival  the  City  was  one  of  them.  "Olympia 
&  York  brought  Canary  Wharf  down,  not  the  other  way 
around,"  he  insists.  "Olympia  &  York's  problems  were  ex- 
tremely deep;  Canaiy  Whaifs  pi'oblems  were  not  deep." 

Reichmann  began  maneuvering  to  regain  Canary  Wharf 
even  before  he  officially  lost  it.  A  few  hours  before  putting  the 
project  into  administration,  he  phoned  his  two  most  trusted 
constnaction  managers  and  asked  them  to  remain  on  the  job 
come  what  may.  "It  was  an  instinctive  thing  on  my  part, 
rather  than  a  definite  plan,"  Reichmann  says.  "I  wanted  the  tal- 
ent in  place  in  case  I  was  able  to  make  a  comeback." 

His  tenacity  soon  assumed  audacious  form.  In  the  summer  of 
1992,  he  assembled  a  group  of  well-heeled  investoi-s  in  an  effort 
to  buy  Canary  Wharf  from  o&y's  creditors  but  was  rebuffed. 
Shifting  tack,  he  worked  up  a  plan  to  develop  three  large  office 
projects  in  Mexico  City — valued  at  $1.5  billion — ^in  partnership 
with  billionaire  fimd  manager  George  Soros.  When  the  peso  col- 
lapsed in  late  1994,  Reichmann,  at  Soros'  insistence,  put  the 
projects  on  hold.  He  then  assembled  a  new  group  to  bid  for 
Canary  Wharf.  In  October,  1995,  the  consortium  reached  agree- 
ment to  buy  the  project  for  £800  million. 

Today,  more  than  80%  of  the  space  in  Canary  Wharfs  12 
completed  buildings  has  been  leased,  and  the  complex  generates 
a  small  monthly  operating  profit.  Within  a  month  or  two,  Ca- 
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WHARF 

London 


Paul  Reichmann 
never  gave  up  on 
Canar)'  Wharf, 
and  in  1995,  he 
and  his  partners 
struck  a  deal  to 
buy  the  complex. 
Today,  more  than 
80¥o  of  the  space 
is  leased,  and  the 
operation  turns  a 
small  profit 


naiy  Whai-f  Ltd.  will  break  gi-ound  on  a  13th  building,  which 
Citibank  ah-eady  has  committed  to  buy.  "The  exciting  part  of 
[the  Citibanlt]  transaction,"  Reichmann  says,  "is  that  it  jiunp- 
starts  om-  plans  to  build  Canaiy  Wliaif  to  its  fiill  dimensions." 
This  time,  though,  he  makes  no  bold  predictions  of  ineNntable 
success.  "It  will  be  a  sti-uggle,"  concedes  Reichmann,  whose 
ambition  is  tethered  in  part  by  dependence,  since  he  owns  only 
about  a  5%  equity  sbike  in  the  reconstituted  Canaiy  Wliarf. 

Separately,  Reichmann  also  has  revived  one  of  liis  Mexican 
projects  and  is  scouting  new  investments.  Tlie  odds  ai^e  against 
Ills  building  a  second  company  the  size  of  O&y  or  regaining  bil- 
lionmre  sUitus.  Nor  will  he  ever  again  be  regaixled  as  a  great 
business  s;ige.  At  age  66,  however,  Reiclmiann  remains  what  he 
has  long  been:  one  of  the  most  resom-ceful  and  resilient  en- 
trepreneurs of  the  20th  centui-y. 


44  BUSINESS  WEEK  /  lAMUARY  20,  1997 


For  those  who  believe  there  is  nothing 

more  powerful  than  the  force  of  a  new  idea. 


Bits  &  Bytes 


EDITED  BY  PAUL  M.  ENG 


IN  SEARCH  OF  CYBERJACKPOTS 


READY  TO  LOSE  YOUR  SHIRT 

at  the  click  of  a  mouse?  At- 
lantic International  Enter- 
tainment Ltd.  in  Boca  Raton, 
Fla.,  has  developed  an  online 
gaming  system  that  it  is 
showing  to  licensed  casinos. 
Called  Internet  Casino  Ex- 
tensions (ice),  the  set  of  com- 
puters and  software  lets  gam- 
ing halls  set  up  a  Web  site 
offering  electronic  versions  of 
such  casino  staples  as  black- 
jack and  slot  machines. 
For  around  $350,000  and 


up,  Atlantic  will 
install  an  ice  set- 
up and  develop 
customized  soft- 
ware that  the  casino 
may  distribute  on  CD- 
ROM  to  its  guests. 
When  loaded  onto  a  per- 
sonal computer  at  home, 
the  program  would  allow 
owners  to  connect  to  comput- 
ers in  the  gaming  hall  and 
gamble  via  the  Internet.  The 
servers  in  the  casino  would 
keep  track  of  the  wins  and 


losses,  which  could  be  settled 
electronically  or  when  the 
gambler  visits  the  casino. 
Richard  A.  lamunno,  ceo 


and  president  of  At- 
lantic, says  that 
by  approaching 
only  licensed  and 
government-reg- 
ulated gaming 
halls,  the  compa- 
ny avoids  the 
legal  pitfalls  of  lo- 
cal ordinances.  Aru- 
ba  Palms,  a  casino  in 
the  Caribbean,  is  the 
first  casino  to  start  testing 
an  ICE  Web  site,  but  lamunno 
expects  at  least  one  U.S.- 
based  casino  to  offer  an  ice 
site  later  this  year. 


A  VIRTUAL  SECRETARY  TO  ANSWER  E-MAIL 


CHANCES  ARE  THAT  YOUR 

favorite  band,  snack  food,  or 
car  has  its  own  Web  site — 
complete  with  an  E-mail  ad- 
dress to  which  you  can  send 
questions  and  comments.  If 
you're  lucky,  you  will  hear 
back  in  a  day  or  two.  But 
often  it  takes  companies  a 
week  or  even  a  month  to  re- 
ply, if  they  do  at  all,  which 
sort  of  defeats  the  purpose 
of  establishing  an  online  link 
to  consumers.  Now,  help  is 


trying  to  cope  with  volumes 
of  unanswered  E-mail: 
BrightResponse,  a  software 
package  from  Brightware 
Inc.  in  Novato,  Cahf. 

Instead  of  humans  read- 
ing messages  and  writing 
back,  the  software  scans 
E-mail  automatically  and 
shoots  back  information  in 
a  flash.  It  keeps  an  eye  out 
for  certain  key  words — 
selected  by  each  business — 
and  then  creates  responses 


on  the  way  for  compames 


from  a  set  of  fill-m-the-blank 


templates.  A  query  about  a 
new  outboard  engine,  for  in- 
stance, could  be  answered 
with  a  personalized  E -letter 
and  an  appropriate  data 
sheet.  The  system  is  smart 
enough  to  hand  off  mes- 
sages that  require  personal 
attention.  The  first  cus- 
tomers are  Amway  Corp. 
and  Swiss  Bank  Corp. 
Pricing  hasn't  been  set  yet, 
but  low-volume  customers 
vnll  likely  get  charged  a 
per-reply  fee  that's  less 
than  the  cost  of  a  postage 
stamp.         John  W.  Verity 


DISHING  UP 

THE  INTERNET- 

IN  A  FLASH  

ATTENTION  INTERNET  SPEED 

freaks:  The  price  of  a  super- 
speedy  satellite  Web  connec- 
tion is  coming  down  to  earth. 

On  Jan.  11,  at  the  "\^toter 
Consumer  Electronics  Show 
in  Las  Vegas,  Hughes  Net- 
work Systems  plans  to  re- 
launch DirecPC,  an  Internet 
sei-vice  that  works  on  its  di- 
rect Digital  Satellite  System 
(dss).  Using  the  21-in.  dss  an- 
tenna and  receiver,  which 
retails  for  about  $649,  DirecPC 
subscribers  will  be  able 
to  connect  to  their  local  In- 
ternet and  online  service 
providers  at  a  blazingly  fast 
400  kbps.  That's  more  than  14 
times  faster  than  a  28.8  kbps 
modem  and  about  three  times 
as  fast  as  isdn,  the  speediest 
digital  phone  lines  available 
to  consumei"s.  Du-ecpc  \A'as  in- 
troduced last  yeai-,  but  it  got 
off  to  a  slow  stait  because  of 
limited  availability.  Plus  con- 
sumei-s  had  to  buy  a  separate 
21-in.  dish  if  they  wanted 
Du-ecPC  semce  in  addition  to 
Dii'ecT\'  television  sei-vice,  just 
then  stalling  up.  Now,  all  ciu-- 
rent  dss  ownei"s  have  to  do 
is  buy  a  cu-cuit  caixl  for  theii- 
PCS.  Monthly  fees  and  equip- 
ment costs  have  yet  to  be  de- 
temiined,  since  the  new  ser- 
vice won't  be  available  until 
April. 


MORE  AND  MORE. 
IT'S  SHOP  TILL 
YOU  LOG  OFF' 

THE  WORLD  WIDE  WEB  ISN'T 

just  for  surfing  anymore.  Ac- 
cording to  NetSmart,  a  New 
York-based  market  re- 
searcher, shopping  on  the  — 
Internet  is  taking  off.  In 
a  150-page  report  called 
NetProfits:  The  Shift 
from  Surfers  to  Shop- 
pers, NetSmart  notes 
some  interesting  high- 
lights from  a  telephone 
survey  it  conducted  in 
late  1996  of  520  Internet 
users. 

The  big  news:  54%  of 
those  surveyed  said  they 
had  bought  merchandise 
online  last  year,  up  from 


the  37%  who  had  done  so 
the  previous  year.  While  82% 
used  the  Web  in  search  of 
computer  gear,  three  other 
big  areas  for  Net  shoppers 
were  travel  (70%),  financial 
services  (46%),  and  automo- 
biles (44%).  More  impressive 
still,  18%  say  that  the  Web 

HOW  DO  SHOPPERS 
USE  THE  WEB? 


Use  as  reference  for 
comparative 
prices 


Always  part  of  stiopping 
experience 


First  place  to  shop 


Check 
before  making 
final  purchase  decision 


DATA:  NnSMARr  SURVEY  OF  520  NET  USERS 


is  the  first  place  they  go  to 
shop.  And  58%  said  that 
they  always  use  the  Web  in 
the  shopping  process  for 
such  big-ticket  items  (chai-t), 
which  NetSmart  notes  more 
often  leads  to  a  sale.  For  ex- 
ample, more  than  half  of 
those  who  seai-ched  the  Web 
for  bargains  in  personal 
computers  and  related 
gear  purchased  some- 
tliing  online.  Still,  securi- 
ty remains  a  big  issue: 
48%  of  respondents  reg- 
istered  some  concern 
about  giving  out  their 
credit-card  numbers  on- 
line. Surprisingly,  how- 
ever, 75%  did  just  that, 
proving  that  "have  card, 
will  shop"  is  a  universal 
motto  even  among  Net 
shoppers. 
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Five-valve  technology  was  once  reserved  for 
highly-expensive  sports  and  racing  cars.  But 
thanks  to  Audi,  this  is  no  longer  the  case.  An 
Audi  A4  will  let  you  experience  the  extra  torque 
and  fuel  efficiency  of  five-valve  performance. 
You'll  instantly  notice  the  more  responsive 
power,  as  the  airfuel  mixture  gets  to  the 
combustion  chambers  faster  and  the  exhaust  ^ 
gases  are  removed  quicker.  Put  an  A4  to  the  test 
today.  We  know  you'll  make  the  right  choice. 


.discover  the  power  of  five-valve  technology. 

The  Audi  A4.  Drive  for  the  driven. 


Audi  OSOf 

Advancement  through  Technology 
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Ss(mgyong:At  one  with  beauty  and  reliability 

To  make  the  world  a  better  and  more  beautiful  place.  This  is  Just  a  few  examples  of  our  reliability: 

one  of  our  aims.  Defining  our  efforts  as  we  pursue  this  goal  is  -  Over  50  projects  completed  or  ongoing  in  building,  infiastnicture  and 

r     r  , -.-^  T    1  .     .  I  .  plant  construction  in  Southeast  Asia 

ourcommitmenttocieatmgreliability.Inwhatevertaskat  .^Mng  role  as  international  oiganizer  in  cement,  oil  rcfiniiig  and 

hand,  we  are  determined  to  deliver  on  our  promise.  With  total  automobiles  operations,  resource  development,  financing  and  trade 

quality  and  efficiency.  This  driving  force  is  what  has  taken  us  "  ^^"^  ^'^  '^'^^  cooperation  m\h  Mercedes-Benz,  and  die 

,1  ,    •  •    •  capital  venture  with  Saudi  Arabia's  Aramco 
from  humble  beginnings  in  1939  to  our  present  place  among      i^y^g     to  join  us  on  our  quest  for  beauty  and  reliabilit)'. 

the  world's  top  business  enterprises.  You'  11  find  that  creating  tliem  is  not  only  our  firet  priority,  it's 

In  1995,  we  reached  sales  of  over  US$25.5  billion.  what  we  do  best. 


SSssangYong 

■  Ssangyong  Business  Group  C.P.O.Box  409,  Seoul,  Korea  •Tel: (82-2)270^1 55/8, 270-8130  •  Fax: (82-2)2730981 , 273-8297 •  http://www.  ssy.  co.  kr 


International  Trade,  Engineering  &  Construction,  Automobiles,  Cement,  Oil  Refining,  Investment  &  Securities, 
Heavy  Industries  &  Machinery,  Paper,  Insurance,  Information  &  Communications 


Information  Processing 


TELECOMMUNICATIONS 


VAULTING  THE  WALLS 
WITH  WIRELESS 

AT&T  may  use  cellular  to  invade  the  Bells'  local-phone  turf 


For  hundreds  of  thousands  of  people 
in  developing  countries  and  for- 
mer communist  states,  a  wireless 
phone  is  a  basic  necessity.  In  those 
nations,  where  wired  phone  systems  are 
inadequate  or  nonexistent,  wireless  tech- 
nology has  proved  to  be  a  quick  and 
inexpensive  way  to  bring  phones  to  the 
masses.  Now,  it  looks  like  the  U.  S., 
where  cellular  phones  remain  a  pricey 
adjimct  to  one  of  the  world's  best  wired 

HOW  A  WIRELESS 
LOCAL-PHONE  SYSTEM 
COULD  WORK 


cal-caUing  market.  And  according  to  nu- 
merous industry  sources,  that's  just 
what  AT&T  is  preparing  to  do.  The  com- 
pany, which  became  the  nation's  largest 
ceUular  operator  with  the  purchase  of 
McCaw  Cellular  Communications  Inc. 
in  1994,  is  furiously  working  on  a  tech- 
nology that  would  allow  it  to  bypass 
the  wired  network  in  cities  and  towns 
across  the  nation. 

Using  a  combination  of  digital  cellular 


less  strategy.  But  hints  of  the  company's 
intentions  can  be  seen  in  AT&T's  aggres- 
sive bidding  in  auctions  for  PCS  spec- 
trum now  under  way  at  the  Federal 
Communications  Commission.  Through 
AT&T  Wireless  Services  (formerly 
McCaw),  the  company  paid  $1.7  billion 
in  1995  to  buy  21  PCS  licenses  and  trad- 
ed for  two  more  in  1996.  Now,  it's  bid- 
ding more  than  $400  million  for  addi- 
tional airwave  capacity.  Would  it  be  for 
completing  a  wireless  "local  loop"?  Wire- 
less Services  Vice-Chairman  Wayne  M. 
Perry  will  only  say:  "You  can  never  be 
too  rich  or  have  too  much  spectrum." 
SHORT  ON  SPECTRUM.  According  to  in- 
dustry sources.  Perry  is  part  of  a  se- 
cret AT&T  team  leading  an  effort  to  use 
wdreless  technology  to  challenge  the 
Baby  Bells.  Clearly,  there  are  technical 
hurdles  that  could  still  derail  the  effort. 
Chief  among  them  is  the  issue  of  capac- 
ity: PCS  and  digital  cellular,  which  AT&T  is 
rolUng  out  this  year,  offer  up  to  eight 
times  the  calling  capacity  of  the  analog 


CENTRAL  OFFICE  SWITCH 

The  base  stations  could  send  the  calls  from 
the  microcell  or  macrocell  via  a  nriicro- 
wave  link  to  the  central  office  switch, 
where  they  would  then  be 
handed  off  to  the  local 
or  long-distance 
network. 


MICROCELL 


IN  THE 

NEIGHBORHOOD 

Calls  made  from  the 
house  or  on  foot  would  be 
handled  in  a  microcell  encompassing 
just  a  neighborhood.  The  low-power  microcell 
system  transmitters  help  keep  costs  down. 


CENTRAL 
OFFICE 
SWITCH 


BASE  STATION 


MACROCELL 


FROM  THE  CAR 

If  the  caller  keeps 
talking  while  taking  a  drive, 
the  call  would  be  handed  off  to  a 
larger  macrocell,  where  it  would  be  passed  to 
a  base  station  more  suitable  to  mobile  calling.  The 
billing  rate  would  increase  once  you  leave  the  microcell. 


phone  systems,  could  catch  up  with 
Colombia  and  Russia. 

What's  happening?  In  a  word:  dereg- 
ulation. A  year  ago,  Congress  voted  a 
sweeping  overhaul  of  phone  markets, 
paving  the  way  for  local  and  long-dis- 
tance carriers  to  invade  each  others' 
turf.  But  long-distance  companies  have 
been  frustrated  in  their  attempts  to 
get  direct  local  connections  into  homes 
and  businesses.  They  have  backed  off 
from  using  cable-TV  wires  for  the  "final 
mile,"  because  it's  too  costly  to  upgrade 
those  networks  for  voice,  and  have  been 
unable  to  strike  acceptable  agreements 
in  many  markets  with  some  Baby  Bells 
to  resell  local-phone  service. 

That  makes  wireless  an  attractive  al- 
ternative for  giants  such  as  at&t  that 
desperately  want  into  the  $105  billion  lo- 


and  personal  communications  systems 
(PCS),  a  low-cost  digital  wireless  technol- 
ogy, AT&T  could  begin  offering  local  con- 
nections as  early  as  late  this  year.  "Cer- 
tainly, wireless  local  access  has  always 
been  the  great  hope,"  says  an  at&t 
source.  If  the  effort  succeeds,  customers 
in  many  regions  of  the  country  (map, 
page  46)  would  be  able  to  use  the  same 
cordless  phone  to  call  from  home,  around 
town,  and  in  the  car — and  pay  only 
slightly  higher  rates  than  for  wired  calls. 

AT&T  is  not  the  only  carrier  consid- 
ering wireless  for  local  calling.  Sprint 
Corp.,  whose  Sprint  PCS  venture  began 
rolling  out  a  65-city  PCS  mobile-phone 
network  in  December,  has  said  it  even- 
tually would  like  to  use  pcs  for  local  ac- 
cess, too,  but  has  no  plans  to  do  so  soon. 

AT&T  refuses  to  comment  on  its  wire- 


cellular  systems  still  dominant  in  most  of 
the  country.  But  wireless  networks  are 
not  nearly  ready  to  handle  the  huge  vol- 
umes of  local  calls  carried  on  the  existing 
wired  network.  "There  is  not  enough 
spectrum  available  now  to  do  it,"  says 
Matthew  J.  Desch,  wireless  networks 
president  at  Northem  Telecom  Ltd. 

Another  potential  obstacle  is  John  R. 
Walter,  at&t's  new  president.  He's  re- 
viewing all  the  phone  giant's  local-calling 
plans— and  wireless  local  access  faces 
some  internal  siteptics.  "You  can  always 
get  something  to  work  in  a  controlled 
situation,"  says  a  fomer  AT&T  executive. 
"But  the  efficacy  of  such  a  system  in 
the  real  world  has  yet  to  be  played  out." 

Increasingly,  though,  wireless  looks 
like  a  good  route  into  the  local  mar- 
ket. It  doesn't  take  a  rocket  scientist  to 
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figure  out  that  U.S.  consumers  would 
embrace  an  all-mobile  service  if  the 
price  were  right.  "Think  about  it,"  says 
Merrill  Lynch  &  Co.  analyst  Linda  J. 
Runyon.  "If  the  price  per  minute  of  a 
cellular  call  were  closer  to  that  of  a 
landline  call,  would  you  stai-t  using  your 
phone  more?" 

Ibday,  a  cellulai-  call  in  the  U.  S.  costs 
10  to  15  times  as  much  as  a  local  wire- 
line call,  according  to  a  recent  survey  by 
Yankee  Group  Inc.,  a  Boston-based  con- 
sulting fti-m.  As  a  result,  the  average 
cellulai-  subscriber  racks  up  about  100 
minutes  of  wireless  calls  per  month,  vs. 
1,100  on  landlines.  The  Yankee  study 


AT&T'S 

WIRELESS  REACH 

AT&T  has  7  million  cellu- 
lar customers  spread  over 
320  cities,  and  holds  PCS 
licenses  covering  23  more 
regions,  for  a  total  potential 
market  of  217 
million 
subscribers 


DATA:  AT&T 
WIRELESS 


foimd  that  in  Israel, 
where   the  wireless 
premium  is  only  5  to  1, 
subscribers  split  their 
calling  almost  evenly  be- 
tween wdreless  and  wired 
services. 

SAVING  BILLIONS.  The  record  of  the  few 
PCS  systems  now  operating  in  the  U.  S. 
indicates  that  consumers  are  just  as 
thirsty  for  affordable  wireless  services. 
Take  the  Sprint  PCS  service  in  Wash- 
ington, D.  C,  which  is  priced  below  cel- 
lulai*. When  it  was  rolled  out  in  Novem- 
ber, 1995,  Spi-int  predicted  it  would  have 
60,000  subscribers  in  a  year.  By  July  it 
had  signed  up  more  than  100,000. 

There's  also  a  huge  financial  incen- 
tive for  AT&T,  Sprint,  and  other  long- 
distance carriers  to  take  the  wireless 
route.  When  they  use  these  setups  to 
connect  subscribers  to  their  long-dis- 
tance networks,  they  will  avoid  the  ac- 
cess charges  levied  by  local  earners  to 
complete  their  calls— charges  that 
amounted  to  $16  billion  for  AT&T  alone 
last  year.  If  at&t  can  pei-suade  callere  to 
move  even  a  small  portion  of  their 
phone  conversations  to  wireless  net- 


works, it  would  save  billions.  AT&T  could 
also  bypass  access  fees  by  building 
a  wired  network,  but  that  would  be 
prohibitively  expensive:  $1,000  to  $2,000 
per  customer,  vs.  as  little  as  $750 
for  some  vnreless  systems,  estimates 
Maryland-based  consultants  Herschel 
Shosteck  Associates  Ltd. 

If  Walter  green-lights  the  AT&T 
project,  wii'eless  local  access  likely  won't 
make  its  debut  until  late  this  year  at 
the  earliest,  says  Mark  Lowenstein, 
wireless  consultant  with  Yankee  Group. 
It's  not  that  it  can't  be  done:  Bell  At- 
lantic Corp.,  which  conducted  a  small 
trial  of  wireless  local  access  last  year  in 


tion,  which  would  then  relay  the  signal  to 
the  central  switching  office.  Using  low- 
powered  antennas  helps  ensure  that  the 
signal  doesn't  get  carried  too  fai-  and  in- 
terfere wdth  another  call  on  the  same 
frequency  in  another  cell.  If  the  caller 
then  gets  into  a  car  and  continues  talk- 
ing, the  call  could  be  handed  off  to  a 
larger  cell,  with  larger  antennas  better 
suited  to  mobile  calls.  Callers  would  most 
likely  be  billed  at  a  higher  rate  once  they 
leave  the  microceU. 

The  techies  still  have  other  issues  to 
solve.  One  is  wireless  voice  quality, 
which  does  not  match  that  of  the  wired 
network  even  on  the  latest  digital  sys- 


New  Jersey,  says  it  found 
that  the  technology  works  but 
isn't  economically  feasible  when 
compared  with  its  existing  wired 
network. 

But  suppliers  of  wireless  gear  contin- 
ue to  tweak  the  technology  to  make  it 
more  reliable  and  less  costly.  That's  ciit- 
ical  because  the  flexible  network  at&t 
wants  wiU  cost  more  than  the  bai'e-bones 
wireless  networks  in  developing  coxui- 
tries.  One  technique,  known  as  "fre- 
quency hopping,"  is  ali'eady  being  used  in 
Europe.  By  handing  a  call  off  to  a  num- 
ber of  different  frequencies,  total  air- 
wave capacity  can  be  more  fully  utilized. 

L.  M.  Ericsson  is  promoting  a  teclmol- 
ogy  that  could  be  crucial  to  at&t's  plans. 
Dubbed  "hierarchical 

cell  stnictiu'es,"  it  in-   

volves  dividing  up  a 
neighborhood  into  a 
series  of  microcells 
that  would  then  be 
layered  onto  larger 
macrocells.  A  call 
made  fi'om  someone's 
home  would  be  canied 
to  a  neai'by  base  sta- 


Wired  networks 
are  still  ahead  in 
voice  quality  and 
data  speeds 


tems   that  remove 
hiss  and  static.  Data  is 
also  a  problem:  No  wireless  network 
approaches  the  data  rates  of  high-speed 
digital  wired  lines. 

Despite  the  hurdles,  at&t  is  already 
piiming  the  market.  In  Octobei;  the  com- 
pany began  offei-ing  business  customers  a 
sendee  that  uses  a  pes  phone  for  calls 
witliin  a  business  campus  and  on  the 
road.  AT&T  is  betting  tliat  once  consumers 
become  untethered  in  the  workplace, 
they'll  want  the  same  sendees  at  home 
and  around  town.  As  AT&T  Chairman 
Robert  E.  Allen  said  in  a  recent  speech: 
"Wii'eless  telecommunications  is  mo\'ing 
quickly  down  the  path  fi"om  an  expensive 
novelty  to  a  mainstay  of  the  way  people 
communicate."  Making 

  that  a  reality  will 

bring  massive  change 
to  the  local-phone  busi- 
ness—and to  the  way 
we  live. 

Bij  Amy  Bmrett  in 
Washington,  Peter  El- 
stroni  in  Chicago, 
and  Catherine  Arnst 
in  New  Yo7-k 
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A  MEXICAN  MORASS 
FOR  BELL  ATLANTIC 


Its  big  investment  in 
lusacell  may  yet  pay  off-but 
not  without  a  new  strategy 
and  lots  more  money 

The  price  was  steep:  $1.04  billion  for 
a  42%  stake  in  fast-growing  Mexi- 
can cellulai'  phone  operator  Grupo 
lusacell.  But  it  seemed  worth  it  to 
Bell  Atlantic  Corp.  three  years  ago  to 
gain  an  inside  track  in  the  telephone 
boom.  lusacell  had  127,000  subscribers 
and  was  expected  to  grow  by  30%  a 
year.  It  held  a  decades-old  radio-ft-e- 
quency  license  that  Philadelphia-based 
BA  planned  to  use  to  provide  fixed-wu-e- 
less  phone  sei-vice  in  nu'al  areas.  And 
lusacell's  majority  stockholder,  Carlos 
Peralta,  was  friends  with  influential  peo- 
ple such  as  Raul  Salinas,  the  brothei-  of 
then-President  Caries  Salinas  de  Goi-Uu-i. 


Since  then,  though,  those  bright 
prospects  have  dimmed.  The  peso's  col- 
lapse in  December,  1994,  abruptly 
shrank  by  half  the  dollar  value  of  ba's 
stake,  the  lai'gest  single  investment  by 
any  foreign  company  in  Mexico.  Clashes 
between  ba  and  lusacell  executives  over 
management  style  and  strategy  have 
allowed  aixlirival  Telcel,  an  ai-m  of  tele- 
phone giant  Telefonos  de  Mdxico,  to  far 
outstrip  lusacell's  cell-phone  business. 
A  year  ago,  Peralta's  political  ties 
turned  into  a  handicap  when  he  re- 
vealed that  he  had  lent  $50  million  to 
Raul  Salinas,  now  jailed  on  coiTuption 
and  murder  conspii'acy  charges.  And  re- 
cently, authorities  ruled  that  lusacell's 
1957  license  for  the  450-megahertz  radio 
frequency  does  not  give  ba  the  right 
to  launch  flxed  wireless  sen'ice. 

ba's  troubles  are  a  cautionary  tale 
for  multinational  compimies  that  thought 
investing  in  Mexico  would  be  a  snap 


FADING?  lusacell  has 
slumped  far  behind 
Telcel  in  cell  phones 

under  the  North 
American  Free  Trade 
Agreement.  BA  stum- 
bled over  what  is  stiU 
a  vast  gulf  in  business 
cultures.  And  it  was 
slow  to  recognize  the 
shift  in  Mexico  from 
clubby  government- 
business  relations, 
which  guaranteed  suc- 
cess for  anointed 
deals,  to  a  system 
constrained  by  public 
scrutiny,  ba  "let  the 
situation  go  on  for 
more  than  two  years 
wdthout  a  cleai'  strat- 
egy for  lusacell,  and 
that  set  them  back," 
says  communications 
analyst  Jose  Linares 
at  Oppenheimer  & 
Co.  in  New  York. 
That  has  left  heavy- 
weights such  as  AT&T 
and  MCI  Communications  Corp.,  along 
with  then-  local  partnei's,  fi-eer  to  grab 
chunks  of  the  lucrative  Mexican  long- 
distance market,  which  opened  up  for 
competition  on  Jan.  1. 
BIG  MOVE.  To  recover  lost  ground,  ba 
officials,  led  by  Vice-ChaiiTnan  Lawrence 
T.  Babbio  Jr.,  ai"e  now  making  a  dra- 
matic move.  They  ai-e  taking  full  man- 
agement control — ^by  plowing  still  more 
money  into  lusacell.  On  Nov.  26,  ba 
agi'eed  to  pay  $50  miUion  to  swap  its 
shai-es  for  Peralta's  voting  shares.  Per- 
alta is  stepping  down  as  \'ice-chairman, 
with  Babbio  taking  over  that  post.  BA 
offered  to  buy  tlie  rest  of  Pei-alta's  stake 
over  the  next  tlu-ee  yeai-s  for  an  esti- 
mated $450  milUon.  And  it  promised  to 
buy  $150  million  worth  of  lusacell  con- 
vertible debentures.  That  could  raise 
ba's  ante  in  Mexico  to  nearly  $1.7  billion. 

lusacell  is  still  losing  money:  an  esti- 
mated $46  million  on  revenues  of  $208 
million  last  year,  with  sales  hm-t  by  the 
recession  while  heavy  spending  on  cel- 
lular infrastructm-e  continued.  But  BA 
expects  to  acquii-e  additional  frequencies 
soon,  enabling  it  to  offer  fixed-wii-eless 
sendee.  On  that  base,  it  will  build  other 
businesses  from  long  distance  to  datii 
transmission.  "I  don't  think  [the  Mexi- 
can venture]  was  a  bad  investment," 
says  Babbio.  lusacell  wall  be  "clearly 
profitable,"  he  predicts,  in  1999 — about 
two  years  behind  original  projections. 
But  BA  lost  time  leaiTiing  the  Mexican 
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Analysts  figure  that  if  lusacell  obtains  a  permit  quickly,  it 
could  install  1.5  million  phones  over  five  years 


way  of  doing  business.  Shortly  af- 
ter announcing  its  investment  in 
September,  1993,  ba  dispatched  to 
Mexico  a  team  of  executives  who 
quickly  clashed  with  their  Mexican 
counterparts.  The  result  was  to 
biing  the  company  to  a  "standstill," 
says  Giullermo  Heredia,  a  Mexican 
corporate  turnaround  expert  who 
was  lusacell's  chief  operating  officer 
from  September,  1992,  to  November, 
1994.  After  ba's  buy-in,  "we  felt  that 
Bell  slammed  on  the  brakes  with- 
out warning,"  he  recalls,  slowing  INVESTOR  PERALTA  AND  BA'S  BABBIO:  Peralta's 
down  the  approval  process  on  even  vaunted  political  ties  turned  into  a  handicap 
routine  decisions.   


NO  CLASH?  Worried  about  the  faUm-e  of 
BeU  expatriates  and  lusacell  managers 
to  communicate,  Heredia  in  mid-1994 
brought  in  a  Mexico  City  corporate 
psychologist.  Mare  I.  Ehrlich.  But  com- 
pany sources  say  ba  disregarded  his 
suggestions,  business  week  obtained 
a  copy  of  a  case  study  by  Ehrlich: 
Strategic  Alliances:  How  to  Prevent  a 
Disaster.  Ehrlich  didn't  name  the  com- 
panies involved,  but  three  sources  con- 
firmed the  study  was  on  the  BA-Iusacell 
relationship.  It  concludes  that  the  ven- 
ture was  plagued  by  the  clash  of  orga- 
nizational cultures  and  "insensitive, 
pushy,  and  condescending"  American 
executives.  A  ba  spokesman  says  the 
company  fired  Ehrlich  after  becoming 
"dissatisfied  with  his  work." 

Babbio,  who  travels  to  Mexico  10 
times  a  year  to  monitor  the  venture, 
scoffs  at  charges  of  a  culture 
clash.  The  executives  he  sent 
down  were  "top)-notch"  company 
people,  he  says,  who  "were  ex- 
tremely sensitive  to  the  situa- 
tion and  tried  earnestly  to  make 
sure  they  fit  in."  One  problem, 
he  contends,  was  that  the  Mexi- 
cans didn't  like  being  told  that 
in  their  rush  to  build  infrastruc- 
ture, some  of  it  was  being  in- 
stalled improperly.  One  suppli- 
er recalls  a  switching  station  in 
Mexico  City  that  malfunctioned 
because  it  had  been  set  up  in  a 
room  without  air  conditioning. 
"If  you  have  a  minor  dispute  on 
a  business  issue,  all  of  a  sudden 
people  turn  it  into  a  culture 
clash,"  Babbio  complains.  Be- 
tween a  large,  publicly  held 
company  such  as  ba  and  a  small, 
entrepreneurial  outfit  dominat- 


ed for  years  by  a  single  investor,  he 
says,  "there's  bound  to  be  some  differ- 
ences" in  approach. 

The  conflict  sapped  lusaceU's  momen- 
tum. When  BA  first  invested  in  Mexico, 
lusacell,  with  127,000  cellular  sub- 
scribers, was  a  strong  challenger  to  Tel- 
cel  with  195,000.  Today,  Telcel  has  an  es- 
timated 670,000  to  lusacell's  230,000. 
lusacell's  remaining  opportunity  is  the 
18,000  villages  that  lack  phones  and  are 
prime  candidates  for  fixed-wireless  ser- 
vice. Prospects  of  getting  permits  for 
that  business  were  clouded  by  Peral- 
ta's loan  to  Raul  Salinas,  which  made 
government  officials  wary  of  any  ap- 
pearance of  corruption.  BA  officials  hur- 
riedly scrutinized  financial  records  of 
lusacell  to  make  sure  it  was  not  the 
source  of  the  money.  And  Babbio  says 
Peralta  gave  him  "absolute  assurances" 

BELL  ATLANTIC'S  ROCKY  MEXICAN  ROAD 

1993  BA  pays  $520  million  for  23%  of  cellular 
phone  company  Grupo  lusacell.  It  assumes  the  gov- 
ernment will  allow  it  to  use  an  old  radio-frequency 
license  held  by  lusacell  to  provide  other  services.___ 

1994  JUNE  BA  ups  its  stake  to  42%,  for  a  total 
investment  of  $1.04  billion. 

1994  DECEMBER  Peso  devaluation  slashes  the 

??iL^L^-^!4?PL?^-^L"y-^?-'I'-^-L^^^^    notliapp7\\n" 

1996  JANUARY  lusacell  Vice-Chairman  Carlos 
Peralta  reveals  that  he  lent  $50  million  to  former 
First  Brother  Raul  Salinas,  making  it  politically  hard 
for  officials  to  approve  use  of  the  old  license.  

1996  NOVEMBER  BA  agrees  to  buy  out  Peralta  and 
will  purchase  other  frequencies  in  a  government  sale. 
That  could  raise  its  stake  in  Mexico  to  $1.7  t)Nllion^_ 
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that  the  loan  "was  totally  personal 
and  between  the  two  of  them."  But 
in  June,  an  independent  lawyer  hired 
by  BA  and  the  Communications  Sec- 
retariat concluded  that  lusacell's 
1957  license  did  not  give  it  the  right 
to  offer  fbced-wireless  service. 

Since  then,  government  officials, 
heavily  lobbied  by  the  Clinton  Ad- 
ministration, have  been  scrambling 
to  find  another  legal  way  for  ba  to 
obtain  fixed-wireless  rights.  When 
President  Ernesto  Zedillo  Ponce  de 
Le6n  visited  Washington  in  October, 
key  Clinton  Administration  Cabinet 
members  were  seated  next  to  Zedil- 
lo's top  advisers  at  a  state  dinner  to 
urge  them  to  resolve  ba's  dilemma,  says 
a  source  who  was  present. 
BAD  SIGNAL.  "It  has  been  our  position 
all  along  that  lusacell  never  had  a  clear 
concession  to  provide  this  kind  of  ser- 
vice," says  Mexico's  undersecretary  for 
communications,  Javier  Lozano  Alai'con. 
However,  Lozano  makes  it  clear  that 
lusacell  will  be  able  to  obtain  the  fre- 
quencies it  needs  by  paying  additional 
millions  in  a  sale  that  wOl  take  place 
in  the  first  half  of  1997.  If  ba  were  un- 
able to  offer  fixed-wii"eless  sei-vice  in 
Mexico,  Lozano  and  Babbio  agree,  it 
would  send  a  bad  signal  to  other  foreign 
investors. 

Despite  the  setback,  analyst  Linares 
rates  lusacell  stock  a  "buy"  at  the  cui- 
rent  $7.50  market  price  of  its  Ameri- 
can depositary  receipts,  down  from  a 
— —  peak  of  $31  in  mid-1994.  If 
lusacell  obtains  a  permit  quick- 
ly, he  figures  it  could  install  as 
many  as  150,000  fixed-wareless 
phones  this  year  and  a  total  of 
1.5  million  over  the  next  five 
years. 

Babbio,  who  has  overseen  ba 
investments  from  New  Zealand 
to  the  Czech  Republic,  says  he 
never  expected  Mexico  to  pro- 
duce quick,  easy  results.  "I'm 

in 

the  road,  but  I'm  still  happy  I 
made  the  investment,  and  we 
are  standing  behind  it,"  says 
Babbio.  ba  seems  determined  to 
reap  the  payoff  from  its  costly 
lessons  on  doing  business  in 
Mexico. 

By  Geri  Sinith  in  Mexico 
City,  with  Joseph  Weber  in 
Philadelphia 
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Finance 


BANKING 


THE  VISE  TIGHTENS  ON 
SWISS  BANKS 

A  boycott  threat  has  ah'eady  sent  their  shares  tumbling 


The  fight  between  Switzei-- 
land's  powerful  banks  and 
Holocaust  sui'vivors  whose 
assets  may  be  sitting  in  Swiss 
accounts  has  escalated.  On  Jan. 
7,  the  Swiss  government  for  the 
iirst  time  acknowledged  that 
setting  up  a  fund  to  compen- 
sate victims'  families  might  be  a 
good  idea.  But  it  took  a  scandal 
to  force  that  admission.  Now,  a 
boycott  movement  by  Jewish 
groups  could  increase  pressui-e 
on  the  banks  to  speed  up  their 
disclosui'e  and  repai'ations. 

The  catalyst  for  the  latest  SCHLINGER:  Her  husband's  account  is  now  worth 


round  of  bitterness  was  a  yeai- 
end  remai-k  by  Jean-Pascal  Delamuraz, 
then  Swiss  Pi-esident  and  now  Economics 
Minister,  that  calls  for  a  compensation 
fund  amounted  to  "blackmail."  The  World 
Jewish  Congi-ess,  led  by  Edgar  M.  Bronf- 
man, and  other  Jewish  leaders  were  out^ 
raged.  On  Jan.  5,  the  WJC  and  the  Jewish 
Agency,  an  Israeli  quasi-govenmient  or- 
ganization, said  they  were  considering 
asking  institutional  investors  to  sever 
ties  with  Swiss  banks  unless  Svidtzer- 
land  rejects  Delamui-az'  statements.  No 
formal  apology  has  been  issued. 

Bronfman  and  other  Jewish  leaders 
are  expected  to  decide  in  the  next  few 
weeks  whether  to  proceed  with  the  boy- 


cott. The  threat  had  quick  effect.  Shares 
of  major  Svnss  banks  dropped  as  much 
as  3%  on  the  first  trading  day  after  the 
boycott  was  suggested,  recovering  only 
after  the  government's  promise  to  con- 
sider a  reparations  fund.  "The  financial 
consequences  [of  a  boycott]  could  be  se- 
vere," says  Greorg  F.  Krayer,  president  of 
the  Swiss  Bankers'  Assn. 

U.  S.  institutional  investors,  who  have 
at  least  $100  billion  under  management 
by  Svsriss  banks,  have  tried  persuasion. 
Last  May,  New  York  City  Comptroller 
Alan  G.  Hevesi  wrote  to  CEOs  of  Union 
Bank  of  Switzerland,  Swiss  Bank  Coi-p., 
and  others  urging  cooperation  with  Holo- 


caust survivors  in  discovering  and  re- 
leasing wartime  assets  on  deposit.  New 
York  City's  five  pension  funds  have  in- 
vestment-management contracts  with 
several  Swiss  banks  and  also  hold  tens  of 
thousands  of  shares  in  them. 
"ROBBERY."  Even  if  such  investors  don't 
puU  out,  the  Swiss  face  a  public-relations 
nightmare.  On  Jan.  10,  hearings  vnW  be- 
gin in  U.  S.  District  Coui-t  in  New  York 
on  a  $20  billion  class  action 
against  Swiss  banks.  The  suit 
alleges  that  banks  have  failed 
to  account  for  funds  and  prop- 
erty deposited  by  or  for  Holo- 
caust sui-vivors.  "This  is  proba- 
bly the  greatest  robbei-y  in  the 
history  of  mankind,"  says  Ed- 
wai'd  Fagan  of  New  York-based 
Fagan  &  Associates,  lead  coun- 
sel in  the  suit. 

Banks  are  taking  the  suit  se- 
riously, retaining  Washington 
law  fiiTn  Wihner,  Cutler  &  Pick- 
ering. As  well  they  should:  Re- 
cently declassified  documents  in- 
clude lists  of  depositors  in  Swiss 
banks  dui-ing  the  wai-  years.  Rudolfine 
ScWinger,  89,  says  she  has  tried  unsuc- 
cessfully to  get  her  late  husband's  money 
out  of  Swiss  Bank,  where  the  account's 
cuiTent  value  exceeds  $50,000.  The  bank 
says  it  wiU  not  discuss  clients'  accounts. 

Fagan  beUeves  the  Swiss  have  made 
just  about  every  mistake  possible  in  deal- 
ing with  the  issue  of  Holocaust  \nctims' 
dormant  accounts.  Unfortunately  for  the 
Swiss,  Fagan,  Bi-onfinan,  and  othei-s  ai-e 
not  about  to  let  them  off  the  hook  until 
the  full  truth  emerges. 

B]j  Neal  Sandler  in  Jerusalem,  with 
John  Pan-y  in  Geneva  and  Joan  Warner 
in  Neiv  York 


$50,000 


SCANDALS   

ASLEEP 

AT  THE  SWITCH? 

Daiwa  Bank's  jailed  bond 
trader  chides  regulators 

It's  unusual  for  Japanese  miscreants 
to  pen  kiss-and-tell  volumes.  But 
Toshihide  Iguchi  is  dishing  out  his 
version  of  how  his  illicit  trading  cost 
Daiwa  Bank  Ltd.  U-i  billion,  how  the 
bank  covered  up  the  affair  and  got 
thi-own  out  of  America,  and  how  he  was 
caught  and  sentenced  to  foui-  years  in 
prison  in  the  U.  S. 

On  Jan.  16,  Japanese  publisher 
Bungei  Shunju  Ltd.  will  roll  out  The 


Confession  by  the  former  Daiwa  Trea- 
sury-bond trading  chief.  Available  only 
in  Japanese,  it's  Iguchi's  tale  of  how  he 
concealed  losses  dating  back  to  1984. 
Iguchi,  45,  scribbled  his  memoirs  in  a 
Manhattan  jail,  and  liis  editor  won't  dis- 
cuss what  he  may  earn  fi-om  his  book. 
But  Japanese  winters  typically  get  10% 
of  gross  sales,  and  Iguchi 
could  make  more  by  selling 
the  English-language  rights. 
Time  magazine  has  already 
inquired  about  buying  an  ex- 
cerpt, and  Iguchi  could  use 
some  cash:  He  faces  $2.6  mil- 
lion in  fines  and  restitution. 

Iguchi  delivers  a  scatliing 
poi'trait  of  U.  S.  and  Japan- 
ese regulators.  In  1992,  Fed- 
eral Resei-ve  Bank  of  New 
York  inspectors  were  all  set 
to  conduct  a  two-day  ijispec- 


tion,  "but  it  wrapped  up  iji  15  minutes," 
he  wiites.  Another  inspection  "was  en- 
tnisted  to  a  pai-t-time  student  investi- 
gator in  her  20s."  He  says  Japanese 
Ministry  of  Finance  examiners  were 
more  keen  on  sightseeing  in  Las  Vegas 
than  on  working  during  a  1994  inspec- 
tion trip.  "That's  Mr.  Iguchi's  opinion," 
says  a  Ministiy  spokesman. 
The  Fed  has  declined  com- 
ment, as  has  Daiwa. 

Wliile  conceding  wongdo- 
ing,  Iguchi  blames  Daiwa's 
"slipshod  administrative  sys- 
tem." Self-senong?  Siu-e.  But 
in  today's  trillion-doUai-  mar- 
kets, catastrophes  can  hap- 
pen all  too  easily  when  ex- 
ecutives and  regulators  ai'e 
asleep  at  the  switch. 

By  Brian  Bremner 
in  Tokyo 


DEALS 


LARRY  YUNG'S  TROUBLiNG 
SWEETHEART  DEAL 

His  big  stake  in  Citic  Pacific  is  raising  anxiety  in  Hong  Kong 


Iove  over,  Michael  Ovitz.  Make  way 
for  LaiTy  Yung,  the  king  of  sweet- 
heart deals.  Ovitz,  the  Hollywood 
mogul,  raised  eyebrows  last  month  for 
collecting  $90  million  in  severance  pay 
after  quitting  a  top  job  at  Walt  Disney 
Co.  But  that's  Mickey  Mouse  stuff  com- 
pai'ed  with  the  stock  deal  just  handed  to 
Yung,  the  chainnan  of  Hong  Kong  con- 
glomerate Citic  Pacific  Ltd. 

Along  with  a  smaU  team  of  top  man- 
agers, Yung  on  Dec.  27  bought  330  mil- 
lion shares  of  Citic  Pacific  from  Citic's 
mainland  parent  for  only  $4.26  apiece — a 
hefty  24%  discount  off  the  mai-ket  price. 
Yung  himself  took  291  million  shares, 
giving  him  18.4%  of  the  company— and  a 
paper  profit  at  the  time  of  $475  million. 
"It's  so  excessive,  it's  ridiculous,"  sneers 
one  Hong  Kong  analyst. 

Citic  Pacific  blandly  calls  the  stock 
sale  an  "encouragement  to  the  manage- 
ment." But  if  anything,  it's  a  discouraging 
harbinger  for  investors.  The  deal  was  a 
clear  warning  that  the  credibility  of 
Hong  Kong's  market  is  in  danger  on  the 
eve  of  the  territory's  takeover  by  Beijing. 
After  all,  Citic  Pacific  is  the  bluest  of 
the  so-caUed  "red-chip"  mainland  com- 
panies listed  in  Hong  Kong.  If  it  already 
is  engaging  in  insider  transactions  with 
little  regard  for  minority  yuN0:Aw 
shareholders,  critics  ask,  instant  $4.75 
will  the  same — or  even  ^^'iZiow 
worse— happen  at  other  paper  profit 
companies  once  Beijing  as- 
sumes control  of  the  territory  this  July? 
"It's  a  very  bad  precedent,"  says  J.  Mark 
Mobius,  president  of  Franldin  Piesources' 
Templeton  Emerging  Markets  Fund.  Mo- 
bius, who  has  been  a  major  booster  of 
Hong  Kong  stocks,  fears  the  market's 
level  playing  field  could  give  way  to  "spe- 
cial deals  for  special  people." 
CONNECTIONS.  Unfortunately  for  in- 
vestors, the  attitude  among  Chinese 
managers  and  Hong  Kong  regulators 
seems  to  be  that  they  can  afford  to  dis- 
regard minority  shareholders.  While 
oversight  and  disclosure  may  be  shoddy 
on  Western  standards.  Hong  Kong  is 
still  as  good  as  it  gets  among  Asian 
emerging  markets.  A  raft  of  controver- 
sial corporate  maneuvers  and  scandals  in 
1996  did  little  to  slow  the  Hang  Seng 
Index,  which  has  advanced  32%  since 
the  beginning  of  last  year. 


And  for  better  or  worse,  companies 
such  as  Citic  Pacific  remain  among  the 
best  bets  for  playing  China.  Indeed,  some 
investors  first  viewed  the  Yung  deal  as  a 
positive,  figuring  his  increased  stake 
would  give  him  more  autonomy  in  deci- 
sion-making. After  all,  Yung  has  impec- 
cable guanxi — connections.  His  father  is 


Chinese  Vice-President  Rong  Yiren,  also 
founder  of  China  International  Trust  & 
Investment  Corp.  in  Beijing.  And  Yung, 
55,  deserves  cj-edit  for  transforming  what 
once  was  a  shell  company  into  the  thinv- 
ing  conglomerate  it  is  today.  Citic  Pacif- 
ic has  stakes  in  Cathay  Pacific  Airways 
Lttl.  and  Hong  Kong  Telecommunications 
Ltd.,  as  well  as  prime  infi*astructwe  con- 
tracts in  China. 

But  if  Yung  thought  he  was  made  of 
Teflon,  he  was  mistjikcn.  By  Jan.  7,  Citic 
stock  plummeted  16%,  to  around  5. 
Legally,  Citic  did  not  break  any  inles. 
But  investors  and  analysts  concluded 
that  the  lack  of  disclosure  about  the  deal 
certainly  stretched  the  concept  of  fair- 


ness. A  terse  two-paragi-aph  announce- 
ment revealed  that  Citic  would  use  the 
$1.4  billion  proceeds  of  the  stock  sale  to 
fiind  projects  in  China.  "We  have  nothing 
to  add  at  the  moment,"  a  Citic  Pacific  ex- 
ecutive said  on  Jan.  8.  What  wasn't 
spelled  out  was  why  the  parent  company 
sold  at  such  a  big  discount,  why  Yung's 
stake  was  so  enormous,  and  where  Yung 
and  company  got  the  money  for  his 
transaction.  "This  does  raise  concerns 
about  the  transparency  of  red-chip  deals," 
says  Elizabeth  X.  Q.  Tran,  chief  invest- 
ment director  at  ids  Fund  Management 
Ltd.  in  Hong  Kong. 

■^th  so  many  unanswered  questions, 
it's  hard  to  determine  how  Citic  Pacific's 
minority  shareholders  will  fare.  The  com- 
pany won't  say  whether  Yung  will  be 
restricted  from  selling  his  stock;  any 

On  the  eve  of  Hong 
Kong's  takeover  by 
Beijing,  the 
credibility  of  the 
market  appears 
to  be  in  danger 

move  to  sell  would  send  its 
shares  plunging  once  more.  "If 
I  were  a  shai-eholder,  I  would 
not  rest  very  well  because  I 
would  be  vulnerable  to  a  sale  by 
Yung,"  says  Mobius. 

It's  not  even  clear  why  Citic 
chose  to  move  when  it  did.  The 
sale  came  at  a  time  when  Beijing 
should  be  taking  pains  to  reas- 
sure investoi-s  after  the  July  han- 
dover. China  is  also  prepaiing  a 
spate  of  public  offerings  for 
state-owned  companies.  Specula- 
tion is  that  the  Beijing  pai-ent 
needed  cash  to  make  some  ac- 
quisitions. But  that  doesn't  ex- 
plain why  it  didn't  seek  a  mai-ket 
price  for  its  shares. 

The  Hong  Kong  Securities  &  Futures 
Commission  and  the  Hong  Kong  Stock 
Exchange  are  under  pressure  to  inves- 
tigate what  happened  at  Citic  and 
toughen  disclosure  laws  to  assure  it 
doesn't  hapijen  again.  So  far,  both  agen- 
cies suggest  the  deal  falls  outside  theii- 
purview.  To  tlieir  critics,  the  episode 
shows  that  Hong  Kong  regulatoi-s  lack 
the  coui-ago  to  look  too  closely  into  pow- 
erftilly  connected  comi)anies.  That  could 
be  a  mistake.  With  the  transition  ap- 
proaching, Hong  Kong  can  ill  afford  a 
loss  in  investor  confidence.  Neither  can 
companies  such  as  Citic. 

By  Joyce  Bmniathan  in  Hong  Kong 
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Finance 


CORPORATE  FINANCE 


DID  RON  ZAP 
HIS  CASH  TAP? 

Perelman's  Marvel  deal  may  imperil  his  reliance  on  debt 


Ronald  0.  Perelman  is  a  creatui'e  of 
debt.  A  rafBsh  coiporate  raider  in 
the  1980s,  he  went  on  to  use  other 
people's  money  to  amass  a  $5  billion  em- 
pire comprising  such  name  bi-and  com- 
panies as  Revlon,  Coleman,  Consolidated 
Cigar,  and  Marvel  Enteitaimnent.  Since 
then,  he  has  become  a  highly  successful 
and  fiscally  reliable  corporate  chieftain — 
never  missing  an  interest  payment. 

On  Dec.  27,  however,  Perehnan  did 
just  that,  which  could  imperil 
his  ability  to  keep  relying  on 
other  people's  money.  Because 
of  a  severe  cash  crunch.  Marvel 
Entertainment  Group  filed  for 
Chapter  11.  That  wiped  out 
most  of  the  value  of  the  $925 
million  in  outstanding  Marvel  pa- 
per, devastating  bondholders. 
Underwriters  of  the  Marvel 
bonds — Merrill  Lynch  &  Co.  and 
Bear,  Steams  &  Co. — were  also 
caught  with  large  inventories  of 
Marvel  bonds,  say  Wall  Street 
sources. 

Most  upsetting  to  bondhold- 
ers, including  Carl  C.  Icahn,  who 
has  a  25%  stake  in  the  debt,  is 
the  stingy  deal  Perelman  is 
pushing  on  them.  It  would  radi- 
cally shrink  their  claim,  from 
80%  of  Marvel  stock,  which 
backs  the  bonds,  to  only  16%.  Some 
bondholders  beheve  Perelman  is  giving 
himself  a  sweet  deal  by  keeping  con- 
trol of  the  company  while  paying  them 
peanuts.  They  point  to  Marvel  stock, 
which  still  trades  at  just  over  $2,  while 
Perelman's  deal  is  worth  only  87«l  a 
share.  "Even  the  market  is  saying  that 
Marvel  is  worth  substantially  more  than 
he's  offering,"  says  one  trader 
REPUTATION.  Hut  the  larger  issue  is 
whether  the  wrath  of  the  Mai-vel  bond- 
holders will  damage  Perelman's  hurd- 
won  reputation  and  impair  his  ability  to 
raise  funds  going  forward  for  his  other 
companies.  "I  wouldn't  lend  him  money 
in  the  future,"  says  an  angry  Marvel 
in.stitutional  bondholder.  Adds  a  banker: 
"He's  damaged  his  financing  franchise." 

Perelman  will  find  out  soon  enough. 
His  most  pre-ssing  concern  is  $1.1  billion 


in  Revlon  Worldwide  zero-coupon  bonds 
due  in  March,  1998,  and  $210  milhon 
due  in  Coleman  zero-coupon  bonds  in 
May,  1998.  Like  Marvel  paper,  these 
bonds  were  issued  by  shell  holding  com- 
panies with  no  income  or  operations  and 
backed  by  the  stock  of  the  operating 
companies,  not  by  MacAndrews  & 
Forbes,  Perelman's  main  company. 

Some  bondholders  worry  that  if 
Perelman  is  willing  to  stiff  Marvel  bond- 


As  for  the  cuiTent  bondholders,  Gittis 
scoffs  at  their  concerns.  He  sees  them 
as  vultures  after  a  quick  buck  who 
bought  the  bonds  recently  at  distressed 
prices.  More  important  are  the  original 
buyers,  a  group  of  20  sophisticated  in- 
vestors who  knew  what  they  were  get- 
ting into  and  who  have  long  since  sold 
the  debt,  says  Gittis.  Icahn  has  no  viable 
plan  for  keeping  Marvel  afloat,  says  Git- 
tis. "Bondholders  ought  to  be  thankful 
that  Ron  is  willing  to  put  up  $365  mil- 
lion in  cash  to  save  this  company.  A  lot 
of  others  would  just  let  it  go  under" 
SMALL  STAKE.  Perelman's  Marvel  hold- 
ings began  unraveling  last  October 
when  the  company's  cash  flow  dried  up. 
Between  October  and  December,  its 
stock  fell  from  8  to  2.  At  a  meeting 
with  bondholders  in  November  at  Man- 


**  [Maivel]  bondholders 
ought  to  be  thankful  that 
Ron  is  willing  to  put  up 
$365  million  in  cash  to 
save  this  company" 

HOWARD  GiniS 

Pcirliiiaii  s  ch  iff  licit  ft'iia  III 


PERELMAN:  "/  wouldn't  lend  him  money  in  the  future,"  says  one  angry  bondholder 

hattim's  Waldorf  Astoria,  Gittis  outlined 
a  Pei-elm:m  "rescue"  of  the  compiuiy.  In 
exchange  for  Perelniiui  putting  $;}65  mil- 
lion into  Marvel  to  keep  it  mnning,  the 
bondlioldei-s'  collateral,  which  the  bond 
eovenanU?  slated  was  Perelman's  SOTr 
of  Marvel's  stock,  would  shrink  to  16%, 
and  IV-relman  would  keep  80%  control. 

Icahn  has  jiniposed  raising  $350  mil- 
lion foi-  Marvel  in  the  market.  But  with 
the  bonds  trading  dowi  since  Icahn  has 
bought  them,  he  already  is  looking  at 
over  $10  million  in  losses,  say  market 
soui'ces.  "Icahn  has  limited  maneuver- 
ability," says  Angela  Uttaro,  an  analyst 
at  Gnmtal  &  Co.  "Ron  Perelman  is  in 
contnil  of  the  situation." 

For  bondholders,  that  may  be  a 
nii.xed  blessing.  Whon  investing  along- 
side Perelman,  it's  clear  he  comes  fii-st. 
By  Leah  Nalhaiis  Spiiv  in  Nciv  York 


holders,  he  also  might  treat  Revlon  and 
Coleman  bondholders  the  same  way  if 
those  companies  got  into  trouble.  They 
see  Perelman  as  more  eager  to  maxi- 
mize his  gains  at  the  expense  of  in- 
vestors and  creditors  than  protecting 
his  reputation. 

Howard  Gittis,  Perelmiui's  chief  lieu- 
tenant, responds  that  Perelman  will 
have  no  trouble  raising  funds.  First 
Nationwide,  Perelman's  California 
thrift,  is  close  to  selling  over  $200  mil- 
lion in  securities  with  no  difficulty,  says 
Gittis.  He  insists  that  oTily  two  other 
bonds  were  affected  by  the  Marvel  de- 
fault: the  Revlon  and  Coleman  stock- 
backed,  zero-coupon  bonds  issued  by 
holding  companies  in  1993.  "We  intend 
to  |)ay  the  Revlon  and  Coleman  bonds 
off  in  cash  in  full  when  they  are  due," 
he  says. 
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A  connector  with  a  viewfinder?  Certainly,  if  you  see  the  world  the  way  AMP  does.  To  us,  anything  that  brings 
people  together,  like  today's  consumer  electronics,  is  a  connector.  Because  ol  that  vision,  n'icVc  becoming  a  difierent 
company  than  we  were  a  decade  ago.  We're  adding  new  siiengtlis  to  our  iiadiiiorKii  ones -working  with  .scasors, 
switches,  wireless  technology,  circuit  lioards  and  optoelectronics -as  well  as  ccMineciors.  Were  also  adding  new 
markets  — bringing  our  vision  and  skills  to  liusinesses  Irom  conipurer 
networking  to  automotive  electronics.  Finally,  we're  adding  our  expertise 
to  international  standards  organizations  thai  keep  leclinologies  working 
together.  Will  anyone  call  a  caincordcr  a  connector?  Maybe  not.  Btit 
that  kind  of  thinking  will  put  more  features  for  less  money  in  the  next 
one  you  buy.  Or  build. 


AMP  Incorporated.  Harrisburg.  PA  17105-3608.  Contact  your  regional  center: 

USA:  1-800-522-6752.  Canada  905-470-4425.  United  Kingdom  44-1753-676800.  Singapore  65-482-031 1. 
Japan  81-44-813-8502.  On  the  Internet  at  http*«ww.amp.com 
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ONINTERRUPTIBLE  power  SOLUTlONSi  You  may  never  think 
about  power.  But  you  do  understand  downtime.  Destroying  productivity, 
eroding  consumer  confidence,  and  threatening  profit.  We  offer 
integrated  solutions  for  those  who  can't  afford  to  be  vulnerable.  In 
fact,  we  protect  the  power  for  nine  out  of  ten  of  the  world's  largest 
banks.  Not  with  just  a  lot  of  boxes  that  handle  surges  and  spikes. 
But  with  Strategic  Power  Management.™  Protection  that  keeps  you 
from  ever  being  out  of  data.  Out  of  control.  Or,  just  plain  out  of  luck. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

GENESCO:  WHY 
THE  SHOE  FITS 

As  the  market  soars  ever  higher,  in- 
vestoi-s  are  bidding  up  the  prices 
of  "fallen  angels" — former  highfliers 
that  suddenly  fell  from  gi-ace.  One  is 
Genesco  (gco),  which  makes  and  sells 
such  shoe  brands  as  Dockers,  Johnston 
&  Murphy,  and  Nautica,  along  with 
Laredo  and  Larry  Mahan  boots. 

The  company  hit  the  sMds  in  1994 
because  of  cheap  foreign  rivals.  The 
shares  tumbled  to  1%  in  December  of 
that  year.  Now,  Genesco  is  making  a 

GEmNG  BACK  IN  STRIDE 
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comeback  after  a  two-year  restructur- 
ing. A  big  part  of  the  strategy  is  to 
rely  on  global  outsourcing  to  cut  costs 
and  meet  foreign  competition. 

"There  are  several  things  going  for 
Genesco,"  says  a  California  investment 
manager  who  has  been  buying  shares. 
"The  company  is  back  in  the  black,  the 
stock  is  cheap,  and  it's  a  potential 
takeover  target  for  the  likes  of  Nine 
West  Group  and  Stride  Rite."  Genesco 
stock  started  picking  up  steam  last 
siunmer  and  closed  at  9  on  Jan.  7.  This 
money  manager  figures  Genesco  is 
worth  18  in  a  buyout. 

Analyst  Steve  Marotta  of  Auerbach 
Pollak  &  Richardson  in  Stamford, 
Conn.,  rates  it  a  buy  on  fundamentals. 
But  he  doesn't  think  investors  who  see 
Genesco  as  buyout  bait  are  barking  up 
the  wrong  tree.  Marotta  thinks  Genes- 
co would  be  an  ideal  fit  for  Nine  West, 
if  Nine  West  wanted  to  widen  its  reach 
from  women's  to  men's  shoes. 

Genesco  sells  8.5%  of  its  output 
wholesale  and  the  rest  through  its  47.5 
retail  stores.  Nine  West  sells  shoes 
through  department  stores  and  its  own 
94.3  shops. 


Genesco's  turnaround  started  in 
April,  says  Marotta,  and  evidence  that 
the  process  was  complete  came  when 
thii'd-quai-ter  earnings  outran  analysts' 
projections:  23(Z  a  share  vs.  170  of  a 
year  ago.  Based  on  the  third  quarter's 
sbcength,  he  raised  his  1997  estimate  to 
690,  from  630,  and  his  1998  numbers  to 
800,  from  750.  Genesco  Chairman 
David  Chamberlain  wouldn't  comment 
on  whether  he  has  had  talks  with  suit- 
ors, but  he  insists  that  Genesco  isn't 
for  sale. 


A  SCRAMBLE'  AHEAD 
FOB  USLIFE? 

There  is  "only  one  reason  why  I  have 
acquired  a  large  stake  in  uslife — 
prospects  of  a  takeover,"  says  one  big 
value  investor,  a  partner  in  a  New 
York  investment  firm,  uslife  (ush),  a 
major  provider  of  individual  and  group 
Mfe  insurance  and  annuities,  "has  all 
the  enticing  features  that  a  buyer 
would  want  in  an  insurrnce  company." 

Some  big  attractions:  The  company 
is  cash-rich.  And  the  stock,  now  at  34  a 
share,  is  trading  at  around  its  book 
value.  What's  more,  he  notes,  uslife 
has  a  huge  bond  portfoHo  vnth  long 
maturities,  which  have  increased  in  val- 
ue as  interest  rates  have  declined  and 
are  not  included  in  the  book  value. 

This  investor  says  CEOs  of  other  big 
insurers  he  has  talked  to  say  they 
want  to  go  after  uslife  because  of  its 
size:  Total  revenues  last  year  topped 
$1.7  bUlion,  and  assets  were  nearly  $8 
billion.  Merging  with  such  a  large  firm, 
he  explains,  would  result  in  huge  sav- 
ings by  eliminating  duplication. 

"The  stock  is  an  unmitigated  bar- 
gain" at  its  current  price,  says  this  pro. 
He  figures  USLIFE  is  worth  50  to  52  a 
share  in  a  takeover,  based  on  a  project- 
ed price-earnings  ratio  of  15  and  on  es- 
timated 1997  earnings  of  .$3.45  to  $3.50  a 
share.  He  concedes,  however,  that  US- 
life  Chairman  Gordon  Crosby— who 
rtms  the  company  as  tightly  as  he  did 
the  submarine  he  commanded  during 
World  War  II — seems  averse  to  a 
takeover.  But  if  Crosby,  now  in  his  mid- 
70s,  showed  signs  of  quitting  or  slowing 
down,  "offers  would  come  in  droves," 
according  to  this  investor.  Crosby  wasn't 
available  for  comment. 

Another  pro  who  is  bullish  on  the 
company— a  strategist  at  a  New  York 
investment  bank— says  he's  convinced 
"a  takeover  will  happen  sooner  or  lat- 
er," given  the  pace  of  consolidation  in 


the  industry.  "All  it  will  take  is  for 
some  company  to  throw  in  a  bid,  and 
the  scramlale  for  uslife  will  begin." 


BYPASSING 
THE  OPEN  HEART 


If  you  needed  to  have  bypass  surgery, 
wouldn't  you  prefer  a  procedure  that 
didn't  require  opening  up  your  chest  or 
stopping  your  heartbeat?  Such  a  revo- 
lutionary process,  which  requires  only  a 
three-inch  incision  between  your  ribs, 
means  fewer  risks  and  complications, 
says  Dr.  Valamanur  A.  Subramanian, 
chairman  of  the  Surgery  Dept.  at 
Lenox  Hill  Hospital  in  New  York,  who 
pioneered  the  technique.  The  proce- 
dure requii-es  a  shorter  hospital  stay 
and  costs  much  less,  he  adds. 

This  is  what  CardioThoracic  Sys- 
tems (CTSi)  offers  through  its  minimal- 
ly invasive  direct  coronary  artery  by- 
pass (midcab).  The  company  launched 
MiDCAB  on  Dec.  7 — six  months  ahead  of 
schedule. 

"Orders  are  well  ahead  of  revenue 
estimates  for  the  first  quarter  of  1997," 
says  analyst  Sam  Navarro  of  ubs  Secu- 
rities, who  says  he's  vei-y  excited  about 
the  prospects  of  Cardio'Thoracic  and  its 
system.  'T)emand  among  doctors  and 
hospitals  for  the 


HIGH  HOPES  FDR 
SIMPLER  SURGERY 


midcab  is  explod- 
ing." Navarro 
foresees  sales  of 
$300,000  in  the 
first  quarter.  For 
all  of  1997,  Navar- 
ro expects  some 
7,000  cases  using 
MIDCAB,  producing 
sales  of  $11 
million  in  the 
U.  S.  Columbia/ 
HCA  Healthcare 
has  signed  a  pact 
to  use  MIDCAB  as 
its  preferred  by- 
pass method. 

NavaiTO  expects  the  company  to  be 
in  the  black  next  yeai-  and  sees  eaiTiings 
of  100  a  share  on  total  worldwide  sales 
of  $51.8  million.  "The  midcab  process 
will  turn  the  world  of  revasculai-ization 
[open-heart  bypiuss  sui-geiy  and  angio- 
plasty] upside  down,"  he  says.  NavaiTO 
expects  the  stock,  now  at  20  and  b-ading 
at  a  rich  multiple  of  200,  to  hit  30  by 
yearend.  "If  the  company  maintains  its 
leadership  in  the  field  and  acliieves  the 
numbers  we  see,  Cai-dioThoracic  could 
veiy  easily  go  to  40  in  1998,"  he  says. 


JULY  15,  '96   JAN.  7,  '97 
A  DOIURS 

DAW  BLOOMBERG  nNANClAlMMKEIS 
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Economics; 


COMMENTARY 


By  Karen  Pennar 


ECONOMICS  MADE  TOO  SIMPLE 


Economics  has  long  been  known 
as  the  dismal  science,  but  I've 
often  thought  it  more  properly 
might  be  called  the  squabbling  sci- 
ence. As  they  struggle  to  make 
sense  of  the  world  we  live  in,  econo- 
mists battle  over  the  meaning  of  the 
latest  statistics,  wrangle  over  whose 
theory  makes  the  most  sense,  and 
sift  through  warring  analyses.  Econ- 
omists tackle  thorny  issues,  such  as 
how  nations  grow.  And  they  tackle 
unusual  ones,  such  as  the  economics 
of  big-game  poaching.*  Still,  even 
though  their  reach  often  exceeds 
their  grasp,  economists  manage  to 
explain,  or  at  least  to  illuminate,  a 
gi'eat  deal  about  complicated 
events  and  circumstances. 

It's  not  easy  for  the  average 
person  to  view  the  world 
through  an  economic  piism, 
Now  along  come  the  Na- 
tional Coxmcil  on  Economic 
Education's  20  economics 
content  standards  for  stu- 
dents from  kindergarten 
through  12th  grade.  The 
nonprofit  partnership, 
made  up  of  education,  busi- 
ness, and  labor  representatives, 
is  dedicated  to  improving  economic 
understanding.  The  guidelines  are  the 
latest  in  a  series  of  its  offerings  in 
math,  science,  and  other  subjects  de- 
signed for  voluntary  adoption  by 
states  and  local  schools. 
UNREAUSTIC.  Shunning  jargon,  the 
NCEE  focuses  largely  on  basic  eco- 
nomic principles — that  the  law  of 
supply  and  demand  determines 
prices,  that  prices  are  signals,  that 
economic  activity  is  predicated  on 
choices  among  scarce  inputs.  The 
standards  suggest  exercises  for  4th, 
8th,  and  12th  graders  to  teach  these 
principles. 

Students  should  learn  about  eco- 
nomics, authors  of  the  standards  con- 
tend, to  become  better  citizens, 
workers,  and  consumers.  That's  rea- 
sonable enough.  But  the  standards 
presume  near-universal  agreement 
within  the  profession  on  what  is  im- 
portant and  avoid  controversial  top- 

'Elcphanls.  National  Biikkau  dk  EroNoMic 
REMKAitcii  Working  Paper  .5674.  .luly  1996,  by 
Michael  K.  Krumer  and  Clinrles  Morcoin 


ics.  So  pupils  get  both  too  much  and 
too  Uttle  information.  It's  um-ealistic 
and  probably  undesirable  to  inculcate 
4th  or  even  8th  graders  vidth  ideas 
about  monetary  incentives  and  self- 
interest  while  ignoring  altruism 
and  making  little  mention  of  non- 
monetaiy  incentives.  And  it's  unfaii- 
to  12th  graders  to  study  government's 
economic  role  with  scant  discussion 


New  standards  for 
teaching  economics  to 
kids  are  so  basic  they 

aren't  of  much  use 


of  taxes  and  income  redistribution. 

Unveiled  in  New  Orleans  on  Jan.  4 
at  the  American  Economic  Assn. 
meetings — the  annual  venue  for  pra- 
fessional  squabbling  if  ever  there 
was  one — the  standards  focus  on  ba- 
sic, even  self-evident,  axioms.  Some 
exercises  are  worthwlule,  others 
laughable:  Eiglith  graders  are  su])- 
posed  to  demonstrate  tliat  they  un- 
derstand money's  "store  of  value"  by 
explaining  why  a  farmer  would  be 
better  off  selling  liis  tomatoes  for 
money  than  saving  tomatoes  to  ex- 


change for  his  daughter's  tuition 
when  she  reaches  age  18.  Had  this 
been  my  introduction  to  economics, 
I  would  have  quickly  lost  interest. 

The  first  few  pages  of  my  well- 
worn  copy  of  Paul  A.  Samuelson's 
classic  text,  Economics,  do  a  far  bet- 
ter job  of  conveying  the  richness  of 
the  discipUne  and  the  debates  that 
infiise  it.  In  the  introduction  is  a  dis- 
cussion of  the  fallacy  of  composition, 
in  which  what  is  true  of  a  part 
is  alleged  to  also  be  necessar- 
ily true  of  the  whole.  You 
won't  find  that  in  the  new 
standards.  And  Samuelson 
tells  the  reader  up  front 
that  in  economics  "things 
are  often  not  what  at 
•    first  they  seem"- — an 
observation  the  ncee 
neglects. 
Yes,  Samuelson's  text 
is  a  college  text.  I  was 
introduced  to  it  in  high 
school,  though,  and  it's 
not  a  stretch  to  adapt  in- 
troductory college  texts  to 
high  school  use.  Which  i-ais- 
es  the  question:  Just  how 
much  economics  does  a  kid 
need  to  leai'n?  More,  perhaps, 
than  when  I  was  gi-o\ving  up  in  the 
1960s.  Ibday,  many  kids  have  more 
spending  power,  while  othei-s  may  be 
living  in  single-pai-ent  households 
where  income  is  consti-ained.  Under- 
standing the  interplay  of  money,  in- 
terest rates,  and  debt,  as  well  as  how 
incomes  ai'e  eai'ned,  could  be  useful. 

But  I  worry  about  9-yeai-olds  par- 
roting economic  concepts  and  apply- 
ing bai-gaining  principles  to  daily  Ufe. 
And  I  doubt  the  st-andai-ds  will  help 
older  students  assess  the  many  poli- 
cy responses  that  one  issue,  say,  wel- 
fare reform,  may  generate.  It's  not 
easy  to  waite  education  standai"ds — 
and  the  ncee  has  made  a  valiant  ef- 
fort. But  a  complex  subject  has  been 
rendered  overly  simple.  Far  better 
to  wait  until  students  can  gain  a 
fuller  undei-standing  of  economic 
pi-inciples.  This  is  a  case  of  half  a 
loaf  not  being  better  than  none. 

Pennar  has  loritten  about  econo^n- 
ics  for  more  tluin  20  years. 
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PRODUCTION  INDEX 
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The  index  is  a  4-week  moving  average 

The  production  index  edged  higher  during  the  vi/eek  ended  Dec.  28.  However, 
before  calculation  of  the  four-week  moving  average,  the  Index  dropped  to 
134.6,  from  a  revised  136.  Auto  and  truck  plants  were  closed  for  the  week  in 
observance  of  Christmas,  but  electric  power  output  rose  in  the  latest  week. 
For  the  month  of  December,  the  index  increased  to  135,  from  132.9. 
The  leading  index  will  be  unavailable  for  an  indefinite  period  of  time. 

BW  production  index  copynght  1997  by  The  McGraw-Hill  Companies 


LEADING  INDICATORS 


UTEST 

WEEK 

YEARLY 

WEEK 

AGO 

%CHG 

STOCK  PRICES  (1/3)  s&p  500 

748.03 

756.79 

20.8 

CORPORATE  BOND  YIELD.  Aaa  (1/3) 

7.29% 

7.22%r 

8.0 

INDUSTRIAL  MATERIALS  PRICES  (1/3) 

107.6 

107.1 

-3.4 

BUSINESS  FAILURES  (12/27) 

NA 

NA 

NA 

REAL  ESTATE  LOANS  (12/25)  billions 

NA 

NA 

NA 

MONEY  SUPPLY.  M2  (12/23)  billions 

$3,831.0  $3,822.6 

4.6 

INITIAL  CLAIMS.  UNEMPLOYMENT  (12/28) 

thous. 

366 

344r 

0.0 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
&  Bradstreet  (failures  of  large  companies),  Federal  Reserve,  Labor  Dept. 


INTEREST  RATES 


UTEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

FEDERAL  FUNDS  (1/7) 

5.20% 

4.77% 

5.53% 

COMMERCIAL  PAPER  (1/8)  3-month 

5.45 

5.65 

5.45 

CERTIFICATES  OF  DEPOSIT  (1/8)  3-month 

5.41 

5.51 

5.45 

FIXED  MORTGAGE  (1/3)  30-year 

7.68 

7.85 

7.30 

ADJUSTABLE  MORTGAGE  (1/3)  one-year 

5.76 

5.73 

5.56 

PRIME  (1/7) 

8.25 

8.25 

8.50 

Sources:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (1/4)  thous.  of  metric  tons 

UTEST 

1,813 

WEEK 
AGO 

l,813/( 

YEARLY 
%  CHG 

5.5 

AUTOS  (1/4)  units 

50,604 

390rff 

-36.1 

TRUCKS  (1/4)  units 

51,572 

401r)) 

-32.6 

ELECTRIC  POWER  (1/4)  millions  of  kilowatt-hrs. 

NA 

60,1510 

NA 

CRUDE-OIL  REFINING  (1/4)  thous.  of  bbl./day 

14,083 

14,0890 

0.7 

COAL  (12/28)  thous.  of  metric  tons 

13,9930 

19,268 

1.1 

LUMBER  (12/28)  millions  of  meters 

80.3(f 

141.6 

23.2 

RAIL  FREIGHT  (12/28)  billions  of  ton-kilometers 

26.30 

37.5 

-2,2 

Sources:  American  Iron  &  Steel  Institute,  Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/8)  $/troy  oz. 

UTEST 
WEEK 

356.600 

WEEK 
AGO 

369.250 

YEARLY 
%CHG 

-10.8 

STEEL  SCRAP  (1/3)  #1  heavy,  $/ton 

116.50 

116.50 

-16.5 

COPPER  (1/3)  0/lb. 

106.6 

105.1 

-15.5 

ALUMINUM  (1/3)  c/ib. 

73.5 

74.0 

-7.3 

COTTON  (1/4)  strict  low  middling  1-1/16  in.,  e/lb 

71.12 

72.05r 

-11.6 

OIL  (1/7)  $/bbl. 

26.19 

25.19 

31.3 

CRB  FOODSTUFFS  (1/7)  1967=100 

231.26 

233.22 

-1.1 

CRB  RAW  INDUSTRIALS  (1/7)  1967=100 

335.77 

335.32 

0.9 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

IVeeA,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (1/8) 

UTEST 
WEEK 

115.91 

WEEK  YEAR 
AGO  AGO 

115.85  105.22 

GERMAN  MARK  (1/8) 

1.58 

1.56 

1.44 

BRITISH  POUND  (1/8) 

1.69 

1.69 

1.54 

FRENCH  FRANC  (1/8) 

5.32 

5.25 

4.95 

ITALIAN  LIRA  (i/S) 

1542.7 

1531.5  1579.6 

CANADIAN  DOLLAR  (1/8) 

1.35 

1.37 

1.36 

MEXICAN  PESO  (1/8)' 

7.812 

7.853 

7.520 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/8) 

99.8 

99.7 

95.7 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


*fRaw  data  in  the  pfoduction  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
equipment.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available      r=revised       NM=Nol  meaningful 


THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX 

Tuesday,  Jan.  14,  8:30  a.m.EsrP-  Con- 
sumer prices  for  all  goods  and  services  like- 
ly rose  0.3%  in  December,  the  same  gain 
posted  in  each  of  the  previous  three 
months.  That's  the  median  forecast  of  econ- 
omists surveyed  by  mms  International,  one 
of  The  McGraw-Hill  Companies.  Excluding 
food  and  energy,  prices  likely  grew  0.2%  in 
December,  the  same  as  in  November. 

RETAIL  SALES 

Tuesday,  Jan  14,  8:30  a.m.EST>-  Retail 
sales  likely  edged  up  0.2%  in  December. 
Excluding  cars,  sales  likely  increased  0.3%. 
That's  suggested  by  retailer  reports  of  a  so- 
so  holiday  season.  In  November,  total  retail 


sales  unexpectedly  fell  0.4%,  but  they  rose 
0.3%  when  car  buying  was  excluded.  The 
November  data  could  be  revised  higher. 

BUSINESS  INVENTORIES 

Wednesday,  Jan.  15,  8:30  a.m. est  The 
MMS  survey  expects  that  inventories  at  man- 
ufacturers, wholesalers,  and  retailers  grew 
0.3%  in  November,  after  a  0.5%  gain  in 
October.  Factories  have  already  reported  a 
0.4%  gain  in  their  stockpiles.  Business 
sales  in  November  were  probably  up  0.3% 
after  a  0.2%  rise  in  October. 

INTERNATIONAL  TRADE 

Friday,  Jan.  17,  8:30  a.m. est  >■  The  for- 
eign-trade deficit  for  all  goods  and  services 


probably  widened  in  November,  to  about 
$10  billion,  after  narrowing  quite  sharply  in 
October,  to  $8  billion.  Exports  likely  fell 
back  in  November  after  jumping  4.2%  in 
October.  Imports  probably  rose  in  November 
after  dipping  0.7%. 

INDUSTRIAL  PRODUCTION 

Friday,  Jan.  17,  9:15  a.m.EST*-  Industrial 
output  probably  increased  by  0.2%  in 
December,  on  top  of  a  0.9%  gain  in 
November.  The  jump  in  November  reflected 
heavy  energy  demand  because  of  unusually 
cold  weather  and  a  bounceback  in  auto  pro- 
duction after  a  strike  in  October.  December 
capacity  use  probably  stood  at  83.4%,  from 
83.3%  in  November. 
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Editorials 


SEOUL  NEEDS  MORE 
FREEDOM,  NOT  LESS 

The  massive  strikes  gripping  South  Korea  ai-e  emblemat- 
ic of  deep  problems  afflicting  the  world's  llth-biggest 
economy.  From  the  giant  chaebol,  or  conglomerates,  that 
conti-ol  more  than  half  of  all  industrial  output,  to  the  financial 
sector  saddled  with  massive  debts,  Korea  is  in  urgent  need  of 
gi-eater  liberalization  and  reform.  Yet  the  government  has  re- 
verted to  an  intei-ventionist  and  authoritai'ian  approach. 

The  hundi-eds  of  thousands  of  workers  who  have  left  their 
jobs  ai-e  angiy  with  legislation — ^i-ailroaded  through  Parliament 
— that  gives  companies  a  freer  hand  to  fii-e  workers  while 
denying  them  the  right  to  organize  ti-ade  unions.  By  denying 
these  rights,  the  Seoul  government  is  flouting  the  rales  of  the 
Organization  for  Economic  Cooperation  &  Development  that 
Korea  just  joined.  Ai-guing  that  economic  recovery  is  the 
urgent  priority,  the  luhng  New  Korea  Party  wants  to  con- 
tinue the  ban  on  trade  unions  until  2000. 

Pi-esident  Kim  Young  Sam  has  also  reversed  course  on  re- 
forming the  chaebol.  The  farmly-ovmed  and  -controlled  groups 
detei-mine  access  to  scarce  bank  credit  and  stunt  the  devel- 
opment of  small  and  midsize  companies.  That  leaves  the 
country  reliant  on  a  few  key  exports  such  as  semiconductors, 
steel,  and  petrochemicals,  which  face  severe  price  competition. 

Diversification  of  the  Korean  economy  would  be  easier  if 
Seoul  loosened  its  grip  on  the  financial  sector.  Fearing  further 
declines  on  the  Seoul  bourse,  the  govei'nment  has  forced 
banks  to  buy  and  hold  shares  thi-oughout  the  market's  27% 
fa!  last  year.  If  banks  were  required  to  set  aside  reserves  for 
these  equity-related  losses,  six  of  the  seven  largest  commer- 
cial banks  would  record  net  losses  for  1996. 

Shoring  up  South  Korea's  slowing  economy  is  critical.  But 
as  he  prepares  for  a  presidential  election  later  this  year, 
Kim  Young  Sam  would  do  well  to  put  priority  on  long-term 
reforms  rather  than  short-term  political  expediencies. 

GLOBAL  INFLATION? 
NOT  JUST  YET  

America's  inflation  hawks  are  squawldng  again.  In  1995, 
they  said  rising  commodity  prices  and  tight  capacity  would 
cause  inflation.  Wrong.  In  199G,  they  said  low  unemployment 
would.  Wrong  again.  Today,  it's  "synchi-onization."  For  the 
first  time  in  histoiy,  they  ai-gue,  industinal,  developing,  mid  post- 
communist  countries  will  grow  simultimeously  in  1997  and  the 
global  boom  will  ci-eate  new  indationai-y  pressm-es.  There  is  log- 
ic to  the  hawks'  ai-gument,  but  we  tliink  their  timing  is  off. 
There  remains  plenty  of  room  for  gi-owtli  witliout  inflation. 

Why?  Japan  i.s  in  tlie  economic  pits.  Despite  huge  govern- 
ment spending  and  a  40%  devaluation  of  the  yen,  the  economy 
can't  find  traction.  Tlie  Nikltei  is  lower  than  in  1987,  while  the 


Dow  has  tripled.  Japan  isn't  gi-owing  strongly  anytime  soon. 

Ditto  for  Europe.  The  diive  to  create  a  common  cnurency  by 
'98  is  a  major  drag  on  growth.  Like  Japan,  Eui'ope  has  only 
just  begun  to  deregulate.  Look  for  grovrth  in  '97,  but  no  boom. 

And  the  Asian  tigers?  South  Korea  has  mismanaged  its 
success  and  a  nationwide  strike  of  dozens  of  unions  is  spread- 
ing. As  Hong  Kong  reverts  to  China,  political  connections  are 
already  replacing  entrepreneurial  flair.  And  in  China,  Japanese 
and  U.  S.  investors  complain  about  conniption  and  low  profits. 
The  Pacific  Rim  vrill  grow  in  1997,  but  don't  expect  any  boom. 

The  inflation  hawks  still  have  a  point.  An  integi-ated  global 
market  economy  of  this  magnitude  is  uncharted  territory. 
Through  luck,  pluck,  and  savvy,  capacity  has  kept  up  with 
demand.  The  U.  S.  and  Pac  Rim  expansions  have  been  iavest> 
ment-led.  Policymakers  should  ensure  that  this  continues  and 
prepai'e  for  the  synchronized  global  boom,  whenever  it  comes. 

AUSTRIA  SHOULD  TAKE 
REFORM  TO  HEART 

Austria's  privatization  of  Creditanstalt  (ca),  the  country's 
second-lai'gest  bank,  may  turn  out  to  be  little  more  than 
a  sham.  Finance  Minister  Viktor  Khma  has  vowed  by  mid- 
January  to  choose  among  thi'ee  suitors  for  the  government's 
70%  voting  share  in  CA.  We  hope  he  makes  the  right  choice. 

Bank  Austria,  the  Alpine  nation's  biggest  bank,  is  the 
leading  candidate  with  a  bid  of  $1.5  billion.  Bank  Austria  is 
54.4%  owned  by  the  dty  of  Vienna.  Should  it  win  the  bid,  ca 
would  merely  be  transfen-ed  from  one  government  body  to 
another.  Worse,  it  would  simply  be  changing  political  hoi-ses. 
CA  has  traditionally  been  dominated  by  the  conservative 
People's  Party.  If  Bank  Austria,  and  indirectly  the  city  of 
Vienna,  buys  it,  CA  would  come  imder  the  wing  of  the  So- 
cialist Party  of  Prime  Minister  Franz  Vranitzkj'. 

If  Austria  has  any  hope  of  competing  witWn  Europe,  let 
alone  globally,  its  politicians  need  to  wholeheartedly  embrace 
tine  privatization.  Although  some  government-owned  busi- 
nesses have  been  sold  in  recent  yeai-s,  25%  of  Austria's  com- 
panies are  still  government-controlled,  either  dii-ectly  or  in- 
directly thi'ough  Bank  Austria  and  CA.  These  businesses  are 
used  as  a  soui'ce  of  pati-onage  jobs  for  both  political  parties. 

As  a  result,  top  executives  often  know  little  about  then- 
own  industry.  Business  decisions,  such  as  where  to  locate  a 
factoi-y,  or  how  many  people  to  lay  ofiF,  ai-e  often  influenced  by 
political  considerations,  rather  than  economic  ones.  Perfor- 
mance suffei"s  accordingly.  Unwillingness  to  refomi  mil  only 
hm-t  Austria  over  the  long  haul.  With  the  world's  fom-th-liigh- 
est  labor  costs,  inanufacturei-s  are  ah'eady  struggling  to  com- 
pete. Workers  in  neighboring  Slovenia  earn  one-twentieth 
the  starting  wage  of  an  Austrian  fresh  out  of  school. 

One  credible  private  bidder  for  CA  is  a  consortium,  led  by 
Italian  insurance  gi-oup  EA-Generali,  that  includes  Gemiany's 
Commerabank,  Banca  Comnierciale  Italiana,  and  Die  Ei"ste,  an 
Austrian  savings  banlt.  Tliis  giXDup  has  offered  less  than  Biuik 
Austria,  but  the  countiy  may  come  out  aliead  should  it  succeed. 
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Spotlight  on  Russia 


EDITED  BY  HARRY  MAURER  

A  SLEEPY  ISUIVD 
AWAITS  A  GUSHER . . . 

Yuzhno-Sakhalinsk,  the  provincial  capital  of 
Sakhalin  Island,  was  once  described  by  Anton 
Chekhov  as  the  "most  depressing  place  on  earth." 
This  foi-mer  prison  colony  nudged  against  Japan  is 
pitch-dai-k  at  night.  Coal  shortages  have  led  to  se- 
vere power  cuts,  and  most  workers  in  the  anti- 
quated coal  and  timber  industries  haven't  been 
paid  in  months.  Yet  the  impoverished  town  of 
200,000  has  more  restaui-ants  and  five-star  ho- 
tels than  many  larger  cities  in  Russia's 
sprawhng  Far  East.  Thiice  a  week,  Boeing 
757s  arrive  dii'ect  from  Moscow,  10,000  kilo- 
meters and  eight  time  zones  away,  and 
there  are  frequent  flights  to  Japan. 

Ever  since  vast  offshore  oil  and  gas  re- 
serves were  discovered  by  the  Japanese  in 
the  mid-1970s,  the  locals  have  been  praying 
for  a  gusher  of  money.  Now,  it  might  just 
happen.  Sakhalin  One,  a  $15  billion  consor- 
tium led  by  U.  S.  oil  giant  Exxon  Corp, 
made  history  by  completing  exploratory 
diiUing  this  past  summer.  "This  island  is  going  to 
be  unrecognizable  in  10  yeai's,"  predicts  Deputy 
Governor  Igor  Malachov. 
FOOTHOLD.  While  foreign  oil  companies  chasing 
other  Russian  projects  have  seen  their  hopes 
dashed  by  government  hostflity  and  vacillating 
partners,  Exxon's  is  the  first  Western-led  con- 
sortium to  commence  operations  under  a  produc- 


tion-sharing agi-eement.  Sakhahn  Two,  another 
consortium  comprising  Mitsui  and  Mitsubishi  of 
Japan  and  McDennott  International  and  Marathon 
Oil  of  the  U.  S.,  inaugurated  the  $500  million  ap- 
praisal phase  of  its  project  last  June. 

At  stake  ax-e  more  than  2.5  billion  ban-els  of  oil 
and  billions  of  cubic  meters  of  gas.  The  two  giant 
projects  are  a  crucial  Eastern  foothold  for  West- 
ern companies  in  the  fonner  Soviet  Union.  And 
with  the  proposed  constraction  of  an  undersea 
pipeline  fi-om  south  Sakhalin  to  Hokkaido,  the 
gusher  could  fuel  energy-starved  Japan. 

But  Saldialin  itself  may  have  the  most  to  gain. 


TREASURE  HUNT 

Exploratory 
drilling  in  the 
Sea  of  Okhotsk, 
which  may  hold 
2.5  billion 
barrels  of  oil 


Undersea  gas  and  oil  could  power  an  island  hit 
hard  by  coal  strikes  and  a  shai-p  drop  in  onshore 
petroleum  production.  Its  antiquated  fishery  and 
timber  industries  could  receive  a  boost,  too.  The 
oil  contracts  provide  for  a  Sakhalin  Development 
Fund,  charged  wdth  the  modemization  of  local 
industry,  that  will  receive  $20  million  annually 
from  each  of  the  consortiums  over  the  next  five 
years.  Vastly  more  money  wdll  poui"  in  from  Rus- 
sia's share  of  profits. 

Local  and  foreign  businesspeople  are  lining  up 
for  their  share  of  the  lucre.  A  Japanese  trading 
company  bmlt  the  massive,  five-stai-  Santa  Hotel 
at  a  cost  of  $45  million  three  years  ago  to 
cater  to  the  oil  traffic.  Sakhalin  entrepre- 
neurs are  pressing  the  government  to  au- 
thoiize  and  help  finance  an  international 
airport.  And  some  Western  oUmen  plan 
to  ride  the  boom.  "I'm  going  to  fi-anchise  a 
McDonald's  and  Pizza  Hut  here,"  says 
Mike  Buchanan,  Sakhalin  consultant  for 
Dallas-based  Petro  Sakh  oil  company. 
But  Sakhalin  has  its  skeptics.  "Money 
disappears  in  the  government's  hands  like 
water  in  sand,"  says  the  editor  of  a  local 
daily.  And  the  consortiums  insist  that  unless 
the  Duma  amends  Russia's  profit-sharing  law, 
the  projects  might  yet  be  scuttled. 


. . .  AND  JAPAN  GETS 
IN  ON  THE  ACTION 

Japan  does  not  officially  recognize  South 
Sakhalin,  which  was  gi-abbed  by  the  Soviets, 
along  with  the  disputed  Kuiil  Islands  in  the  noi-th, 
after  Japan's  surrender  in  World  War  II.  But 
wliile  the  Japanese  have  sliied  away  fi-om  sub- 
stantial investments  in  Russia  until  resolution  of 
the  Kui-ils  question,  the  promise  of  cheap  oil  in 
their  backj'ai-d  has  opened  theii-  wallets.  Blue- 
chip  companies  such  as  Mitsui  and  Mitsubishi 
have  pledged  billions  towai-d  the  e.xploitation  of 
Saldialin's  offshore  shelf. 

Japanese  presence  is  visible  everywhere  in 
Saldialin.  Itodiu,  Mitsui,  and  other  giants  have  set 
up  offices,  and  a  Japanese  Cultm-al  Center  opened 
last  summer.  More  than  100  joint  ventures  in 
coal,  timber,  and  fislung  have  been  inked  since  the 
island,  once  a  closed-off  mihtai-jf  zone,  opened  its 
doors  to  foreign  investors  in  1992.  Yuzhno- 
Saldialinsk's  streets  are  clogged  with  secondhand 
Tbyotas  and  Hondas.  Japan  is  even  planning  to 
open  a  representative  office  of  the  Ivliabai-ovsk 
consulate  soon. 

But  all  this  rests  on  black  gold.  "If  the  oil 
companies  weren't  here,  none  of  us  would  be," 
says  Ryoichi  Nozaki,  head  of  Itochu.  "Evei-ytliing 
dejDends  on  what  happens  with  the  shelf."  Most 
Sakhalin  natives,  it  seems,  would  concur. 

By  Wjai  Maheshwari  in  Sakhalin 
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Letter  From  Germany 


EDITED  BY  SANDRA  DALLAS 


A  CLUIVKER  RISES  FROM 
HISTORY'S  SCRAP  HEAP 


After  the  Iron  Curtain  melted 
away  in  1989,  east  Germans 
quickly  east  off  clunky,  state- 
made  belongings.  The  lowly  Trabant,  a 
boxy  ugly  duclding  of  a  car,  was  often 
first  to  go.  Ossis,  as  easterners  are 
known,  sold  the  cars  for  as  little  as  $35, 
recklessly  ignoring  their  original  in- 
vestment of  about  six  months'  wages — 
not  to  mention  the  agonizing  14-year 


larity  extends  as  far  away  as  Oklahoma. 

The  Trabi  lover  is  as  fanatical  as  any 
Porsche  owner.  I  met  Michael  Weiss,  a 
25-year-old  vw  factory  worker,  at  a  Tra- 
bi swap  meet  in  Leipzig.  President  of 
the  26-member  Ti'abi  Club  in  Zwickau, 
the  German  factory  town  that  once  pro- 
duced the  cars,  Weiss  ovms  14.  He  was 
displaying  an  army-issue  Kiibelwagen,  a 
jeep-like  Trabi  on  which  he  had  spent 


wait  for  deUvery.  A  press  photo- 
gi-aph  of  a  Trabi,  stripped  of  tires 
and  abandoned  atop  a  trash  dump- 
ster,  flashed  around  the  world,  a 
stark  symbol  of  communism's 
bankruptcy. 

Eight  years  later,  however,  the 
Trabi  is  back.  The  plastic-bodied 
putt-putt  is  quickly  becoming  a 
cult  car  on  a  par  with  the  Volks- 
wagen Beetle,  even  though  many 
drivers  think  it's  junk  on  wheels. 
The  Ti-abi  shares  the  Beetle's  sim- 
plicity, but  isn't  as  much  fun  to  drive. 
And  its  pollution-spewing  engine  is 
about  as  powerful  as  that  of  a  dirt  bike. 
PRETTY  IN  PURPLE.  Nonetheless,  Ger- 
mans now  snap  up  Trabis  for  $700  a 
pop,  then  trick  them  out  with  whatever 
comes  to  mind— glitzy  paint,  flashy 
wheels,  seismic  stereo  systems.  Own- 
ers have  converted  their  old  beaters 
into  everything  from  limousines  to  ce- 
ment mixers.  The  car  evokes  a  sense 
of  playful  youthfulness,  and  its  popu- 


$13,000.  The  paint  job  alone— bright 
purple  with  lime — set  him  back  $5,500. 

Weiss  di  'ives  a  Ti'abi  for  everyday 
use  even  though  he's  entitled  to  a  dis- 
count on  a  new  vw.  "Anybody  can  have 
one  of  those,"  he  snorts.  Last  summer, 
he  organized  a  IVabi  trek  in  the  U.S. 
Thirteen  couples  paid  $8,200  each  to 
ship  their  cars  over  and  drive  Route 
6()  from  Cliicago  to  Los  Angeles. 

Ti-abi  fever  is  contagious.  More  than 
80  clubs  have  spi-ung  up  around  Ger- 


many in  the  past  several  years.  Enthu- 
siasts spend  their  summer  weekends 
driving  to  a  series  of  Trabi  shows  to 
mix  car  talk  vrith  beer  and  bratvrarst. 
The  annual  gathering  in  Zvrickau  is  the 
largest,  attracting  30,000  true  believers. 
Organizer  Edgar  Haschke,  editor  of  the 
10,000-circulation  quarterly  Super  Trabi, 
says  he  will  hmit  exhibitors  in  1997  af- 
ter 1,300  owners  entered  cars  in  this 
year's  show. 

At  the  Leipzig  show,  Haschke  proud- 
ly displayed  the  1961  P50  sedan — ^with 
original  equipment — ^that  he  drove  up 
from  Zwrickau.  Under  rainy  skies,  he 
and  hundreds  of  other  Trabi  fans  eon- 
verged  on  a  cavernous,  communist-era 
agricultural  exhibition  hall  on  the  out> 
skirts  of  tovm.  Rock  music  blaring  from 
a  disk  jockey's  sound  system  included 
several  Trabi-inspired  songs,  such 
as  "Trabi  Drivers 
Blues"  ("Now  I'm 


BLOC  BUGGIES 

A  Trabant 
tricked  out  with 
Berlin  Wall 
graphics  has 
nothing  on  the 
customized 
ones  below  at  a 
swap  meet 


singing  the  Trabi 
blues,  I'm  singing 
the  Trabi  blues"). 

SALAD  DAYS?  Wliy 

the  outburst  of 
love  for  these  rust- 
ing relics?  For 
startei-s,  of  course, 
they're  cheap.  For 
700,    a  German 


youth  can  afford  one  as  a  fii-st  car.  Also, 
Ti'abis  are  so  simple  that  just  about 
anyone  can  handle  repairs.  The  design 
changed  little  in  30  years,  so  even  the 
last  Tl'abants,  circa  1991,  have  no  so- 
phisticated electronics,  power  steering, 
or  power  bi-akes  to  won-y  about. 

"Then  too,  Ti-abis  stir  deep-seated 
emotions,  awakening  in  some  east  Ger- 
mans a  longing  for  Ufe  before  the  wall 
came  tumbling  down.  Freedoms  were 
few,  but  jobs  were  plentiful.  Now,  eveiy 
fourth  east  German  is  on  the  dole.  "It's 
a  small,  melancholy  look  back  at  the 
good  things  about  the  past,"  says 
Karsten  R.  Luckemeyer,  a  33-year-old 
musician  who  was  leaning  on  the  bright- 
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The  Luxury  Collection^" 

ITT  SIIEIIATON 


t  takes  excellence  to  be  acclaimed  as  the  best. 
But  please,  judge  for  yourself. 


When  next  you  are  iti  Bangkok,  enjoy  the  quintessential  hospitality  of  Sheraton  Grande  Sukhumvit.. 
voted  Best  New  Business.  Hotel  in  Asia/Pacific  in  the  1996  Business 
Traveller  reader  survey.  Experience  the  luxury,  serenity  and  exemplary  service  and  we 
feel  sure  you  will  agree  with  the  judges'  astute  decision. 
For  reservations,  call  your  Travel  Agent  or  the  nearest  ITT  Sheraton  Worldwide  Reservations  Ojfice: 
Hong  Kong  800  6812,  Japan  03  5250  2191,  Singapore  1800  324  1900. 

SHERATON 
GRANDE  SUKMUMVIT 

250  Siikhumvil  I{i)ii<l.  Manj^kok  101  10.  TlinilMrid.  TiA:  (062)  ori.i-O.Ti.!:  Fmx:  (002)  05:i-()'l()(). 
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HP  introduces  a  world  first. 
A  network  printer  that  can  do  six  jobs  at  once. 

Including  Multiple  Original  Prints  (Mopies). 


It's  time  to  herald  in  the  new  age  of 
office  printing. 

The  HP  LaserJet  5Si  Mopier  is  the 
world's  first  printer  that  combines  network 
printing  capabilities  with  many  functions 
not  usually  associated  with  your  office 
printer.  It  can  staple,  sort,  do  double-sided 
printing  and  even  distribute. 

But  best  of  all,  perhaps,  because  the 
LaserJet  5Si  Mopier  comes  with  HP's 
JetAdmin  printer  management  software, 
you  can  do  all  of  these  tasks  from  the 
comfort  of  your  own  desk. 

MOPIES  MADE  SIMPLE. 

The  HP  LaserJet  5Si  Mopier  is  also 
the  world's  first  printer  optimized  to  make 
Multiple  Original  Prints  (Mopies).  Which  means 
you  no  longer  have  to  make  reproductions  of 
the  originals.  Mopying  makes  producing 
documents  convenient,  cost  effective  and 
provides  original  document  qualityeverytime. 

A  POWERFUL  ^fETWORK  PRINTER. 

But  those  are  not  the  only  reasons  why 
you  should  consider  making  the  LaserJet  5Si 
Mopier  mandatory  equipment  at  your  office. 

The  5Si  Mopier  is  one  of  the  fastest 
office  laser  printers  in  the  world  at  24ppm, 
comparable  to  both  digital  and  analog  copiers. 


Its  high  print  duty  cycle  of  100,000  pages 
a  month  makes  it  ideal  for  high  volume 
printing;  and  you'll  find  it's  much  more 
reliable  than  your  average  printer. 

And  with  HP's  intelligent  'TRANSMIT 
ONCE'  software,  traffic  is  kept  off  the 
network,  therefore  avoiding  bottlenecks. 

MORE  COST  EFFECTIVE  THAN  EVER. 

The  LaserJet  5Si  Mopier  may  be  high  in 
technology,  but  it's  low  in  cost.  Its  cost  per 
page  on  a  6,000  page  per  month  usage  cycle 
is  estimated  at  5.5  US  cents.*  While  cost  per 
page  on  a  copier,  estimated  at  6.5  US  cents 
to  10.3  US  cents  per  page  based  on  the  same 
usage  cycle,  is  not  so  favourable. 

And  as  usage  increases,  the  Mopier 
becomes  even  more  cost  effective. 

To  discover  more  about  Mopying,  pay  a 
visit  to  your  local  HP  dealer. 

The  LaserJet  5Si  Mopier.  The  future  of 
printing  is  most  certainly  here.  For  more 
information  visit  us  on  our  internet  website 
at:  http://www.hp.com/go/mopier 


'Source:  According  to  Dataquest  Copier  SpecChech 
Software  (release  95-06,  SW  revision  1.3,  data  rev. 
12/20/96). 


HEWLETT* 
PACKARD 


HP's  JetAdmin  software  lets  you 
control  all  the  Mopier's  functions 
from  your  desk. 


HP  LaserJet  6Si  Mopier 


REPLY  TODAY  AND  RECEIVE  A  FREE  LIMITED  EDITION  CD-ROM 


Nome  - 
Title  _ 


.  Compony  - 
.  Addreaa  — 


Postal  Code  . 


.Tel  . 


.  Country  „ 
 Fnx  


Jiin  27.  lOTTj 


Plenae  send  me  the  following  informatTon  on  the  HP  LaserJet  BSi  Mopier.  □  The  latest  brochures    □  'Hie  limited  edition  CD-Kom 
Please  fax  to  65-781-3845  or  mail  to  HP  LaserJet  6Si  Mopier.  c/o  Vines  Services  Pie  Ltd,  29  Tnmpines  Street  92,  Cnxton  Building,  Singapore  528879. 

I  ' 

HPTnl  N„«.:Au.trnlin  1.H347  ACN  •  004-394-763  •  China  86-10.S50.5-38S8  •  Hong  KonR  8r,2.2.r,99.7066  •  India  91-11.647-2.128  •  '"''"""'rf^-^l-^SO^™ 2  * 

•  Malnyia  60-3-298-lUl  •  New  Z«al,md  0800-601.601  •  Philippines  63.2.894.1451  •  Sin|,aporf  6.'i.272-6.100  •  Taiwan  886.2.717.960!)  •  Thailand  662.661-3900.34  •  Vietnam  848-844.3441. 
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US  $68. 

Every  week,  Business  Week. 

provides  award-winning 

coverage  of  global  business 

issues,  as  well  as  concise 

analysis.  More  than  just  timely 

news,  it's  the  intelligence  you 

need  to  succeed.  With 

increasing  coverage  of  Asian 

business.  Business  Week  is  a 

must  read  for  the  global 

business  executive. 

To  put  Business  Week  to 

work  as  a  tool  for  your 

success,  call  or  fax: 

Business  Week,  P.O.  Box  881, 

General  Post  Office, 

Hong  Kong 

Tel:  852  2912  3000 

Fax:  852  2912  3028. 


BusinessWeek 


Beyond  news.  Inlclligence. 


lion  ofTtKMcGruvllllldijtnpijinei 

4A6  BUSINESS  WEEK  /  JANUARY  27,  1997 


yellow  Ti'abi  he  has  transfomed  into  a 
convertible. 

As  with  any  fad,  this  one  has  gener- 
ated its  own  mini-economy.  For  casual 
participants  like  myself,  there  were  nu- 
merous stands  offering  a  wide  selection 
of  Ti'abi  paraphernalia.  They  sold 
T-shirts  bearing  the  cai-'s  logo,  as  well  as 
hats,  hand-painted  silk  neckties,  model 
cars,  and  even  Ti-abi  Deluxe  beer.  I  set- 
tled on  a  T-shirt  with  a  1960s  advertis- 
ing pictui'e  of  a  Ti'abant  and  the  caption: 
"Trabant — a  small  car  with  a  big  fu- 
ture." A  bargain  at  $16. 

Serious  shoppers  could  choose  among 
everything  from  spoilers  and  stereos  to 
complete,  customized  eai-s.  Du-k  Bohn,  a 
dark-haired  23-year-old  fi'om  Berlin, 
stood  hopefully  beside  his  hot-pink  con- 
vertible Trabi  with  a  plastic  banana  dan- 
gling from  the  reai-view  muTor.  Asking 
price:  $4,600.  On  the  other  side  of  the 
hall,  I  found  Ulf  Teich,  a  22-yeai--old 
electrician  and  mechanic  fi'om  outside 
Dresden,  who  offered  customizing  ser- 
vices. To  show  his  handiwork,  he  dis- 
played a  baby-blue  two-door  sedan  viith 
aluminum  wheels  and  electric  windows. 
In  place  of  the  backseat  was  a  seven- 
speaker,  800-watt  sound  system. 
LADAFUN.  East  GeiTnany's  communist 
leaders  had  something  much  more  sober 
in  mind  when  they  hatched  the  Ti-abant 
in  the  1950s.  It  was  to  be  a  mainstream 
family  cai',  big  enough  for  two  adults 
and  two  Mds.  The  first  one  rolled  off 
the  line  in  1957,  and  more  than  3  million 
followed  during  the  next  34  years. 
Perched  high  off  the  road  on  skinny 
wheels,  the  Ti-abi  was  powered  by  a 
two-cylinder,  two-cycle,  26-hp  engine  of 
prewai"  design.  It  made  a  ftumy,  liigh- 
pitched  sound  when  accelerating,  like  a 
big  chain  saw  re^'^^ng  undenvater.  Top 
speed:  about  110  km  per  houi; 

Of  course,  some  of  today's  o^^Tlers 
gleeftilly  hop  them  up.  A  recent  issue  of 
Super  Ti-abi  featured  a  police  picture 
of  a  Ti'abi  nabbed  going  150  km  in  a 
100  km-per-hoiu-  zone.  Since  1993,  a  se- 
ries of  races  in  Gennany,  Poland,  and 
Luxembom-g  has  been  held  for  the  Ti-a- 
bant-Lada  Cup.  (Lada  is  a  Russian-built 
econobox  of  Fiat  heritage.)  The  sport 
is  cheap  fun:  Race-prepping  the  cars 
costs  as  little  as  $6,500,  and  operating 
costs  for  one  season  run  $13,000. 

Seven  yeiu-s  ago,  hai-dly  anyone  imag- 
ined that  the  Ti-abi  would  soon  timi  into 
a  cult  object,  least  of  all  those  who 
dumped  them  for  $35.  But  then,  few 
expected  the  BerUn  Wall  to  fiill,  either. 

DAVID  WOODRUFF 

Woodruff,  who  covered  auios  in  De- 
troit before  moving  to  Germany,  drives 
an  Audi. 
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BARSHEFSKY:  IN  DEFENSE  OF 
CLINTON'S  TRADE  RECORD 

Contrai-y  to  Robert  Kuttner's  asser- 
tion ("How  Clinton's  trade  policy  ham- 
strings America,"  Economic  Viewpoint, 
Dec.  30),  President  Clinton's  policy  con- 
sistently reflects  a  strong  vision  to  sus- 
tain U.  S.  economic  competitiveness  and 
American  jobs  in  the  21st  century — and 
a  solid  record  of  tough  market-opening 
actions. 

Overall,  U.  S.  exports  to  Japan  are 
up  35%.  Worldwide,  the  Administration 
has  negotiated  more  than  200  market- 
opening  trade  agreements,  and  U.  S.  ex- 
ports are  up  35%  over  the  past  four 
years,  at  record  levels. 

At  President  Clinton's  du-ection,  the 
U.  S.  has  led  the  world  in  setting 
tougher  standards  for  trade  with  China. 
In  1995  and  1996,  the  Administration 
moved  unilaterally  to  combat  intellec- 
tual-property piracy  in  China.  We  have 
fought  to  increase  market  access  in  Chi- 
na for  a  i-ange  of  U.  S.  exports,  including 
computers,  machinery,  and  agricultural 
products.  On  three  separate  occasions, 
we  placed  sanctions  on  China's  apparel 
and  textile  exports.  Where  the  measure 
of  our  trade  disputes  requires  a  hard- 
line approach,  we  have  provided  it. 

The  President  also  led  the  interna- 
tional community  to  give  the  World 
Trade  Organization  new  enforcement 
powers  to  ensure  all  nations  abide  by 
the  same  rules  and  standards.  To  date, 
the  U.S.  has  brought  some  20  trade 
disputes  before  the  wro. 

i'he  President's  record  has  demon- 
strated exactly  the  right  measure  of 
U.  S.  leadership  in  opening  global  mar- 
kets and  preparing  for  the  challenges 
of  the  21st  century  economy. 

Charlene  Barshefsky 

U.  S.  Trade  Representative  Designate 
Washington 

AND  OVITZ  LIVED 

HAPPILY  EVER  AFTER  

Your  commentary  had  me  slightly 
perplexed — reading  that  Michael  Ovitz 
had  fallen  from  the  pinnacle  of  the  en- 


CORRECTIONS  &  CLARIFICATIONS 

In  "The  best  new  products"  (Cover  Story, 
Jan.  13),  the  car  identified  in  a  photograph 
as  the  1997  Toyota  Camry  was  actually  a 
1996  model. 


tertainment  mountain.  I  just  don't  see  it 
that  way  ("A  reporter  confesses:  How  I 
got  spun  by  Mike  Ovitz,"  American 
News,  Dec.  30). 

There  is  an  implication  that  Michael 
Ovitz  walked  away  the  loser  irom  Walt 
Disney  Co.  But  Disney  is  the  loser  Dis- 
ney lost  a  man  with  entertainment  in- 
sight, who  not  only  can  make  a  great 
deal  but  can  also  close  one.  Ovitz  left 
Disney  with  $90  million  in  cash  and 
stock — for  14  months  of  work.  Compare 
that  with  IBM's  Chairman  Louis  V. 
Gerstner  Jr.,  who  made  $80  nuUion  in 
stock  after  three  years  of  work. 

Ovitz  proved  again  his  great  deal- 
making  abilities. 

Pedro  Sotelo 
Carohna,  P.  R. 

THE  ODDS-ON  FAVORITE 
IN  THE  GREAT  MODEM  RACE? 

In  his  recent  article  about  56-kilobit- 
per-second  modems,  Stephen  Wildstrom 
wrote  that  the  industry  has  developed 
two  incompatible  technical  approaches, 
one  by  U.S.  Robotics  Corp.  and  the 
other  by  Lucent  Tfechnologies  and  Rock- 
well International  ("Soon,  modems  with 
muscle,"  Technology  &  You,  Dec.  23). 
He  went  on  to  say  that  U.  S.  Robotics 
seems  to  be  ahead  in  the  race  to  sign 
up  both  service  providers  and  other 
manufacturers  for  its  x2  system. 

More  than  400  companies  have  an- 
nounced theii-  support  for  K56flex,  the 
protocol  created  by  Lucent  and  Rock- 
well. That  gi-oup  of  companies  supplies 
more  than  70%  of  the  world's  modems. 
It  includes  the  leading  personal-com- 
puter manufactm-ei-s  that  build  modems 
into  their  consumer  PCs. 

This  gives  consumers  more  choices 
of  modem  or  PC  vendor  to  choose 
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IN  ANY  COUNTRY 
SUCCESS  HAS  A  PRICE: 


JAPAN S=r:  f RANGE  ,r~-  BANKINCaig:-- 


BusinessWeek 


THE  GLOBAL 
INVESTOR 

Why  cmiTiiiiig  iiiixrkels  are  relioundmg , 


ilff  


US  $68. 


Every  week,  Business  Week  provides 
award-winning  coverage  of  global 
business  issues,  as  well  as  concise 
analysis.  More  than  just  timely  news,  it's 
the  intelligence  you  need  to  succeed. 
With  increasing  coverage  of  Asian 
business.  Business  Week  is  a  must  read 
for  the  global  business  executive.  To  put 
Business  Week  to  work  as  a  tool  for  your 
success,  call  or  fax:  Business  Week,  P.O.  Box  881,  General  Post  Office, 
Hong  Kong  Tel:  852  2912  3000  Fax:  852  2912  3028. 


BusinessWeek 


A  Division  of  Vie  McGraw-Hill  Cnmixmics 


Beyond  news.  Intelligence. 


Start  Saving  on  Your 
International  Calls  Now! 

•  Premier  Telephone  Services  •  Lowest  Rates  Ever 

•  24-Hour  Customer  Service 

•  AT&T  Fiber  Optic  Networks 

•  Great  for  Home,  Office,  Hotels  and  Cell  Phones 


Call  Now  for  New  Low  rates! 

Tel:  1.206.599.1994 

Fax:  1.206.599.1984 


Lines  Open  24  Hours! 


The  Original 


Sales  Agents  Wanted 


kail  back 

sm 

417  Second  Avenue  West  •  Seattle,  WA  98119  USA 
http://www.kallback.com  •  Email:  info@kallback.com 


Readers  Report 


from.  And  more  choice  usually  results  in 
more  competitive  prices  on  equipment. 

Bob  Rango 
Lucent  Technologies 
Microelectronics  Group 
Huntington  Beach,  Calif. 

I  JUST  CAN'T  SURVIVE 
IN  THIS  SERVICE  ECONOMY' 

Free  trade  hurts  unskilled  workers 
like  me  ("The  new  economy  needs  free 
trade,"  Editorials,  Dec.  30).  The  U.S. 
needs  restrictions  to  protect  the  manu- 
facturing jobs  of  the  vmskilled,  or  we 
will  live  a  horrible  life  of  low-pajdng 
jobs  and  continuous  poverty.  I  just  can't 
survive  in  this  service  economy. 

Michael  S.  Barrows 
Philadelphia 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.cotn 

and  on  America  Online  at  Keyword;  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 


MaVen 

Shopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.coni 


HOW  TO  REACH 

BUSINESS  WEEK  INTERNATIONAL 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  and 

evening  phone  numbers.  We  reserve  the  right  to  edit 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas, 

39th  floor.  New  York,  NY  10020 

Fax:  (212)  512-3930 

Internet:  bwreader@mgh.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES  AND  INTERNATIONAL  MAIL 

For  letters,  new  subscriptions,  renewals,  changes,  and 

single  copies: 

Europe 

Phone:  Outside  United  Kingdom  44  1628  23431 

Fax:  44  1628  30545 

Inside  United  Kingdom  01628  23431 

Fax:  01628  30545 

Asia 

Phone:  Hong  Kong  852-2912-3000 
Fax:  852-2912-3028 
Latin  America 

Phone:  Dallas,  Tex.  (214)  688-5145 

Fax:  (214)  688-5148 

Internet 

bwhelp@mcgraw-hill.com 


6  BUSINESS  WEEK  /  JANUARY  27.  1997 


Books 


THE  BUSINESS  WEEK 
BEST-SELLERS 
OF  1996 


THE 

.  ,    ONLY  i 

NEW  YORK  VmES  BESTSELLER!  \l\/p  ^TMPNT' 


IN  THIS  ISSUE,  BUSINESS  WEEK  PRESENTS  ITS 

first  annual  list  of  top-selling  business 
books  for  the  past  year. 

In  1996,  readers  sought  advice  on 
investing,  forecasts  of  the  future,  and 
counsel  on  managing.  There  was  interest 
in  digital-age  developments  and  in  how 
to  deal  with  the  tax  man.  But  most  pop- 
ular of  all  were  works  on  two  bespecta- 
cled subversives — Dilbert  and  Dogbert. 


mRRENl  t  yS^PlI 
TT ;  Evea 


Investment 
Strategics  of  the 
World's  Greatest 
Investor 
ROemC.  HACSTROM.JR. 


f       REVISED  AND  UPDATED  1 

\ND[IE¥  TDDIA5  i 


HARDCOVER  BUSINESS  BOOKS 


1  THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusiness 

•  $20)  The  revenge  of  the  cubicle  dwellers. 

2  DOGBERT'S  TOP  SECRET  MANAGEMENT  HANDBOOK  by 

Scott  Adams  (HarperBusiness  •  $15)  Biting  observations 
from  a  top  dog. 

3  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  Tom 
Gardner  (Simon  &  Schuster  •  $24)  An  online  investment  duo 
puts  it  on  paper. 

4  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  Formulas  to  help  you 
strike  it  rich. 

5  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $25)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

6  AGAINST  THE  GODS  by  Peter  L.  Bernstein  (Wiley  •  $27.95) 
Risk  management  in  the  making  of  the  modern  world. 

7  ONLY  THE  PARANOID  SURVIVE  by  Andrew  S.  Grove 
(Currency  •  $27.50)  Intel's  CEO  describes  how  to  turn  crises 
into  moments  of  opportunity. 

8  THE  BEARDSTOWN  LADIES'  STITCH-IN-TIME  GUIDE  TO 
GROWING  YOUR  NEST  EGG  by  the  Beardstown  Ladies' 
Investment  Club  with  Robin  Dellabough  (Hyperion  •  $19.95) 
The  team  from  Illinois  turns  to  retirement  planning. 

9  CLICKING  by  Faith  Popcorn  and  Lys  Marigold  (HarperCollins 

•  $26)  Spotting  trends  in  order  to  achieve  success  and  per- 
sonal fulfillment. 

10  INSIDE  THE  TORNADO  by  Geoffrey  A.  Moore  (HarperBusi- 
ness •  $25)  Lore  on  marketing  from  Silicon  Valley 

11  THE  DISCIPLINE  OF  MARKET  LEADERS  by  Michael  Treacy 
and  Fred  Wiersema  (Addison-Wesley  •  $25)  Consultants 
diagnose  what  successful  companies  do. 

12  THE  ROAD  AHEAD  by  Bill  Gates,  with  Nathan  Myhrvold  and 
Peter  Rinearson  (Viking  •  $29.95)  Observations  on  the  l-way 
and  a  peek  at  the  $30  million  house  that  Bill  built. 

13  RAVING  FANS  by  Kenneth  Blanchard  PhD  and  Sheldon 
Bowles  (Morrow  •  $20)  How  to  turn  customers  into  your 
biggest  boosters. 

14  THE  DIGITAL  ECONOMY  by  Don  Tapscott  (McGraw-Hill  • 
$24.95)  How  the  Infobahn  is  changing  business. 

15  THE  FUTURE  OF  CAPITALISM  by  Lester  C.  Thurow  (Morrow  • 
$25)  Is  the  economic  system  headed  for  a  new  dark  age? 
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PAPERBACK  BUSINESS  BOOKS 


THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

THE  BEARDSTOWN  LADIES'  COMMON-SENSE 
INVESTMENT  GUIDE  by  the  Beardstown  Ladies'  Investment 
Club  with  Leslie  Whitaker  (Hyperion  •  $10.95)  Recipes  for 
Four-Bean  Salad,  Five-Hour  Stew — and  23%  returns. 

FIRST  THINGS  FIRST  by  Stephen  R.  Covey,  A.  Roger 
Merrill,  and  Rebecca  R.  Merrill  (Fireside  •  $14)  Managing 
your  time  by  balancing  your  life. 

LEARN  TO  EARN  by  Peter  Lynch  and  John  Rothchild  (Fire- 
side •  $13)  Capitalism  for  beginners. 
THE  1996  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $14.95)  The 
enduring  job-search  bible. 

1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $8.95)  Give  them  a  champagne  brunch,  a  casu- 
al-dress day — or  plain  old  cash. 

THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDING 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan  M. 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

GET  A  FINANCIAL  LIFE  by  Beth  Kobliner  (Fireside  •  $11) 
Hey,  Gen-Xers — mutual  funds  and  mortgages  can  be  fun! 
GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Fatten  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

THE  ONLY  INVESTMENT  GUIDE  YOU'LL  EVER  NEED  by 

Andrew  Tobias  (Harcourt,  Brace  •  $12)  Overcoming  "money 

intimidation, "  now  in  an  updated  edition. 

PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG 

Books  •  $16.95)  Ughthearted  primer. 

THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 

and  Spencer  Johnson  M.D.  (Berkley  •  $9.95)  Three 

management  techniques,  conveyed  in  brief  story  form. 

THE  WARREN  BUFFETT  WAY  by  Robert  G.  Hagstrom  Jr. 

(Wiley  •  $14.95)  A  useful  analysis  of  how  Buffett  does  it. 

J.K.  LASSER'S  YOUR  INCOME  TAX  1996  by  the  J.K.  Lasser 

Institute  (Macmillan  •  $14.95)  The  eternal  struggle. 


BUSINESS  WEEK'S  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  °' °"  f 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  t  000  retail  outlets  nationwide  are  repre- 
sented. Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales,  January  through  December,  1996. 

Reviews  and  more  are  available  on  www.businessweek.com.  Click  on  BW  Plus  
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Moman  means  more 


More  in  1897,  more  in  1997 


In  the  archives  of  The  Pierpont  Morgan  Library  in  New  York,  the  historic 
syndicate  books  of  J.P.  Morgan  &  Co.  record  the  firm's  early  public  market 
equity  and  debt  underwritings. 


stroU'gic  advice   •  mergers  &  acquisitions    •  debt  &  equity  capital  raising  •  swaps  & 


staying  power 


A  century  ago,  J. P.  Morgan  &  Co.  brought  promising  young  companies  and 
prominent  investors  together  to  create  what  grew  to  be  the  world's  most  successful 
corporations  -  General  Electric,  U.S.  Steel,  and  others. 

Today,  the  "books"  recording  our  equity  transactions  have  given  way  to  computers. 
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Books 


A  BANKING  BiiK  THAT 
PAYS  LITTLE  INTEREST 


THE  BANKERS 
The  Next  Generation 

By  Martin  IVlayer 

Truman  Talley  Bool<s/Dutton  •  514pp  •  $29.95 


Since  1974,  when  Martin  Mayer 
wrote  his  best-seller  Tlie  Bankers, 
banking  has  undergone  a  revolu- 
tion. As  Mayer  observes  in  his  sequel, 
The  Bankers:  The  Next  Generation,  the 
pinstripe  crowd  has  had  to  adapt  to  a 
fast-changing  environment  where  non- 
bank  competitors  have  snatched  away 
business  and  where  customers'  demands 
have  moved  far  beyond  plain-vanilla 
loans  and  checking  accounts.  Now,  he 
says,  banks  are  on  the  edge  of  a  brave 
new  world:  Electronic  payments  and 
smart  cards  will  replace  cash,  and  com- 
puter banking  will  displace  branches 
and  bankers.  Mayer  wonders  "how 
banks  are  to  make  a  living  in  an  infor- 
mation-soaked economy  where  none  of 
their  franchises  are  stable."  Indeed,  he 
wonders  whether  banks  will  be  needed 
at  all. 

Intriguing  questions — ^but  Mayer,  au- 
thor of  16  previous  books  and  a  former 
columnist  for  American  Banker,  doesn't 
offer  many  answers.  Anyone  using  a 
bank  today  knows  that  the  system  is 
undergoing  dramatic  change.  What  we 
don't  know  is  what  purpose  banks  will 
serve  in  the  future,  which  banks  will 
survive  and  why,  and  how  customers 
will  use  them.  But  don't  expect  pro- 
found revelations  about  the  future  here. 

Instead,  Mayer's  new  book  is  very 
much  about  the  recent  and  not-so-re- 
cent past.  The  514-page,  anecdote-laden 
account  will  have  the  general  reader  al- 
ternately engaged  and  dismayed  by  the 
level  of  detail.  More  knowledgeable 
readers  will  Ukely  be  underwhehned. 

The  first  two  chapters  discuss  the 
history  and  use  of  money:  An  anecdote 
about  how  Liberia  accepts  as  legal  ten- 
der coins  produced  by  Viacom  Inc.  and 
bearing  faces  of  Star  Trek  characters  is 
followed  by  tales  of  past  efforts  to  de- 
fine the  proper  ratio  of  gold  to  silver 
currency.  The  Federal  Reserve,  we 
learn,  controls  the  U.S.  money  supply. 


but  ever  less  securely  because  of  global 
markets'  power — not  a  big  surprise. 

Then  comes  a  long  section  on  the 
route  that  checks  take  through  the 
banking  system.  Describing  the  journey 
of  a  1973  check  from  payment  to  clear- 
ing, the  author  shows  how  little  has 
changed.  He  describes  the  obstacles  to 
electronic  streamlining — chiefly,  he  says, 
the  Fed  itself,  which  vrishes  to  keep  its 
large  role  in  check  clearing. 

At  least  here,  and  in  subsequent  chap- 
ters on  "the  computer  age,"  Mayer  turns 
to  the  "new  worlds  of  mon- 
ey, credit,  and  banking"  that 
he  promised.  Americans,  we 
learn,  cling  far  more  tena- 
ciously to  checking  accounts 
than  do  Europeans:  By 
1992,  81%  of  Switzerland's 
bill  paying  and  50%  of  Ger- 
many's took  place  through 
credit  transfer,  vs.  only 
1.8%  in  the  U.  S. 

In  an  age  of  electronic 
money,  Mayer  says,  cash 
lives  on  as  the  payment 
system  of  choice  largely  be- 
cause of  another  gizmo,  the  automated 
teller  machine.  But  vsdth  smai't  cards 
beginning  to  gain  acceptance,  cash  may 
properly  be  regarded  as  an  endangered 
species.  "The  stored-value  card  is  the 
natural  substitute  for  cash,"  says  Mayer, 
who,  of  course,  then  gives  us  an  anec- 
dotal history  in  which  we  leam  that  the 
first  such  cards  in  the  U.S.  were  issued 
by  San  Francisco's  Bay  Area  Rapid 
Transit,  whose  plannei-s  hoped  the  cai-ds 
would  be  used  not  only  for  subway  fai'es 
but  also  for  other  pui-chases.  Today,  he 
says,  there  are  about  50  million 
rechargeable  smai't  cards  in  consimiers' 
hands,  30  million  of  them  in  France. 

The  industiy's  accelerating  consolida- 
tion trend  is  also  the  subject  of  a  chap- 
ter of  The  Bankers.  But  here  ag-ain,  the 
author's  proclivity  for  looldng  backwai-d 


mars  his  book.  For  example,  Mayer's 
account  of  the  activities  of  aggressive 
acquirer  NationsBank  Corp.  focuses  on 
NationsBank's  predecessor,  failed  ncnb 
Corp.,  and  its  1988  takeover  of  banks 
from  Texas'  First  RepublicBank  Corp. 
And  he  offers  a  steady  stream  of  factu- 
al errors:  Midlantic  Corp.  was  bought  by 
PNC  Bank  Coi-p. — not,  as  Mayer  says, 
by  City  National  of  Cleveland  (perhaps 
he  means  National  City  Corp.?).  First 
Chicago  Corp.  did  not  merge  with 
Michigan  National  Coi-p.;  that  bank  was 
bought  by  National  Australia  Bank  Ltd. 

Nor  win  readers  looking  for  juicy  gos- 
sip or  intimate  detail  be  satisfied  with 
The  Bankers.  About  as  up  close  and 
personal  as  this  book  gets  is  to  call 
Chai'les  S.  Sanford  Jr. — ^bom  in  Savan- 
nah, Ga.,  and  the  former  ceo  of  Bankers 
Trust  New  York  Corp. — a  "deceptively 
Southern  gentleman."  It  also  calls  Hi- 
bernia  Corp.'s  beefy  ceo  Stephen  A. 
Hansel  "roly-poly."  Some  descriptions 
are  dovraright  offensive:  Former  Chem- 
ical Banking  Corp.  execu- 
tive Dark  Moore,  a  pioneer 
in  the  lucrative  field  of 
lending  to  companies  dur- 
ing bankruptcy,  is  de- 
scribed as  "Chemical's 
beautiful  South  Carolina 
blonde  vice-president  (who 
greatly  enjoyed  coming  to 
the  office  every  day  as  a 
sight  for  sore  eyes)."  A  few 
paragraphs  later,  Moore  is 
'TDatting  her  eyelashes." 

What  will  banking  look 
like  in  the  futm-e?  In  the 
last  30  pages,  the  author  gives  us  his  vi- 
sion. Survivors,  he  says,  wiU  include  a 
number  of  small  niche  players  giving 
customized  service  along  with  a  further 
20  giant  nationwide  institutions — in- 
cluding banks,  brokere,  and  data  proces- 
sors— that  serve  customers  electroni- 
cally. Mayer  represents  these  extremes 
with  Founders  Bank,  a  small  branch- 
less bank  in  Biyn  MawT,  Pa.,  and  Cali- 
fornia giant  Wells  Fargo  &  Co.,  but  he 
does  not  actually  predict  sunnvors.  In- 
deed, Mayer  seems  as  vague  about  the 
futiu'e  as  everyone  else.  The  author  re- 
mains most  at  home  when  deaUng  with 
days  gone  by — so  much  so  that  he 
should  have  called  the  book  The 
Bankei's:  Tlw  Post  Generatio7is. 

BY  ALISON  REA 
Rea  !,s  BUSINESS  week's  banking  editor. 
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MAYER  DEVOTES  FAR  MORE  SPACE  TO  BANKING'S 
PAST  THAN  TO  THE  UNCERTAIN  ROAD  AHEAD 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

SUITES  THAT  JUST 
GET  SWEETER 


New  software  bundles 
from  Lotus,  Microsoft, 
and  Corel  are  smooth 
and  Net-sawy 


Fi 


\or  about  as  long  as 
there  have  been  per- 
sonal computers,  word 
processoi-s  and  spreadsheets 
have  been  their  workhorse 
software.  As  these  apphca- 
tions  have  grown  from  their 
crude  beginnings  to  today's 
powerhouses,  the  main  pur- 
pose has  remained  the  cre- 
ation of  documents  to  be 
printed  on  paper. 

Now,  that's  changing.  With 
the  explosion  of  E-mail,  the 
World  Wide  Web,  and  corpo- 
i-ate  networks,  the  sharing  of 
electronic  documents  has  be- 
come a  fact  of  daily 
business  life.  This  is 
clear  in  the  newest  gen- 
eration of  office  suites, 
the  software  bundles 
that  let  you  create 
memos,  crunch  numbers, 
make  slides  for  presen- 
tations, and  so  on.  Mi- 
crosoft Office  97,  Lotus 
SmartSuite  97,  and 
Corel  Office  Professional 
7  come  loaded  with  fea- 
tures that  make  it  sim- 
ple for  folks  with  no  ex- 
pertise to  turn  out  spiSy 
pages  or  slide  shows  for 
the  Web  or  for  corpo- 
rate intranets.  They 
have  been  updated,  in 
part,  to  take  full  advantage  of 
Windows  95  and  NT. 
ABRACADABRA!  Corel  Office, 
released  last  summer,  led  the 
way.  It  offers  tools  that  allow 
you  to  turn  WordPerfect  doc- 
uments and  Quattro  Pro 
spreadsheets  into  Web  pages 
with  the  press  of  a  button.  It 
even  preserves  a  good  bit  of 


the  foiTnatting  fea- 
tui"es  when  the 
pages  ai-e  translat- 
ed into  the  some- 
times quirky  Hyper- 
tex  Markup  Language 
of  the  Web.  And  you 
can  instantly  turn  any 
text  into  a  link  to  a  Web 
page.  SmartSuite  97 
retains  an  emphasis 
on  sharing  documents 
through  Lotus'  unique  Notes 
network  software,  but  the  Lo- 
tus suite,  too,  is  rich  in  Web 
features. 

Until  now,  Microsoft  Office, 
which  has  about  80%  of  the 
suite  market,  has  used  tacked- 
on  "Internet  assistant"  pro- 
grams to  create  Web  docu- 
ments. But  Microsoft  Corp. 
has  embraced  the  Internet 


Three  Heavyweights 
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with  a  vengeance,  and  Office 
97  has  more  than  made  up  for 
lost  time.  All  of  its  compo- 
nents can  both  prepare  docu- 
ments for  the  Web  and  ex- 
tract information  from  the 
Internet.  They  are  also  tight- 
ly integrated  with  the  Inter- 
net Explorer  browser.  If  you 
open  an  Excel  spreadsheet  on 


the  Web,  it  pops  up  in  a  fully 
functional  Excel  vraidow  in  ie. 

Tables  have  long  been  hard 
to  set  up  in  Word  and  really 
tough  on  Web  pages.  The  new 
Word  includes  a  "draw  table" 
tool  that  lets  you  sketch  the 
border  of  the  table,  draw  hor- 
izontal and  vertical  lines  to 
create  rows  and  columns,  and 
erase  Unes  between  cells  to 
create  headings.  To 
anyone  who  has  strug- 
gled with  tables  on  the 
Web  or  an  intranet, 
this  is  a  near-miracle. 

Microsoft  uses  a  lot 
of  artificial-intelligence 
techniques  to  automate 
Office  97  tasks.  I'll  look 
at  this  development 
more  closely  in  a  fiiture 
column,  but  one  trick 
is  very  handy  for  net- 
work documents.  If 
someone  types  an  E- 
mail  or  Web  address, 
Word  recognizes  and 
converts  it  to  a  hyi^er- 
text  Unit.  When  you  re- 
ceive the  document, 
you  click  on  that  Web  addi-ess 
to  launch  a  browser  and  go 
to  the  site.  Click  on  the  E- 
mail  addi-ess,  and  your  E-mail 
program  opens  with  a  pre- 
addressed  message  fom. 

On  the  whole.  Office  97 
struck  me  as  the  best  of  a 
vei-y  good  lot  and  should  be 
more  than  enough  to  keep  Mi- 


crosoft dominant  in  the 
market. 

All  of  the  Office 
programs  got  a  thor- 
ough makeover,  but 
the  star  may  turn 
out  to  be  a  piece 
called  Outlook.  It 
combines  a  contact 
manager — much  bet- 
ter than  Scheduler-, 
which  it  replaces — 
with  an  E-mail  pro- 
gram that  can  manage 
messages  from  varied 
post  offices,  including 
the  Net,  Microsoft  Ex- 
change, and  cc:Mail.  If 
you  use  more  than  one 
E-mail  service  or  if  you 
frequently  flip  between 
your  E-mail  program  and  in- 
formation manager,  Outlook 
could  really  simplify  your  life. 
TATTLETALE.  Lotus  Smart- 
Suite  has  a  much-improved  1- 
2-3  spreadsheet  program  and 
includes  features  that  help  col- 
laboration among  groups  of 
workers.  For  example,  it  au- 
tomatically tracks  who  made 
what  change  to  a  file  and 
when.  This  makes  Smai-tSuite 
particularly  attractive  to  usei-s 
of  Notes,  which  is  designed 
for  group  effoits. 

Corel  Office  is  less  an  in- 
tegrated suite  than  a  big 
bucket  of  sofl:wai-e — ^three  cd- 
ROMs'  worth,  including  tons  of 
art  and  a  zillion  fonts.  But 
where  Lotus  and  Microsoft 
have  put  gi'eat  effort  into  giv- 
ing all  applications  a  seamless 
look  and  feel,  Corel  always  re- 
minds you  that  it's  a  collec- 
tion from  dispai-ate  som-ces. 
Its  main  appeal  should  be  to 
fans  of  WordPerfect,  which 
can  only  be  pui'chased  as  pait 
of  a  suite.  (Macintosh  vereions 
of  the  Corel  and  Microsoft 
products  ai'e  expected  to  be 
out  later  this  year.) 

These  suites  are  all  big  and 
brawny  and  need  a  Pentium 
with  at  least  16  megabytes  of 
memory  for  good  perfor- 
mance. They  offer  solid  im- 
provements over  predecessoi-s. 
An  upgi-ade  will  be  worth  the 
cost,  especially  if  you're  one 
of  the  growing  pojjulation  of 
Web-page  authors. 


QUESTrONS?  COMMEHTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  RUOl  DORNBUSCH 


JAPAN'S  PENSION  CRISIS: 
GROWTH  IS  THE  ONLY  WAY  OUT 


WAKE  UP: 

The  unfunded 
pension  bill  is 
huge,  and 
raising  taxes 
will  only  hurt. 
What  Tokyo 
must  do  is  fix 
the  banks  and 
deregulate 
aggressively 


Rudi  Dornbusch  is  professor  of 
economics  and  managerneni  at 
Massachiisells  Inslitule  of  Technology 


Japan  has  so  many  crisis  scenarios,  it  is 
hai-d  to  keep  track  of  them.  The  most 
serious  of  all,  however,  is  the  pension  cii- 
sis.  Japan,  of  all  industrialized  countries,  has 
the  lai-gest  unfunded  pension  bOl.  To  make 
mattei-s  woi-se,  its  aging  population  problem  is 
arriving  a  decade  earlier  than  Europe's  or 
America's,  at  a  time  when  the  economy  is 
hollowing  out,  banks  are  experiencing  bal- 
ance sheet  troubles,  and  the  political  system 
remains  weak.  The  cuiTent  crisis  is  veiy  real. 

A  recent  working  paper  by  the  Interna- 
tional Monetary  Fund  states  the  extent  of 
the  problem:  ". . .  In  the  absence  of  consolida- 
tion measm-es,  the  general  government  deficit 
would  rise  to  10%  of  GDP  in  2020 . . .  while  the 
debt  ratio  would  grow  exponentially.  Ex- 
pressed as  a  ratio  of  GDP,  the  resulting  fiscal 
gap  amounts  to  about  4%  of  GDP  in  1996 — ^that 
is,  a  combination  of  tax  increases  and  spend- 
ing cuts  amounting  to  4%  of  GDP  would  have 
to  be  implemented  to  generate  a  sustainable 
long-run  fiscal  balance." 

There  is,  of  coui'se,  gi-eat  ii-ony  in  Japan's 
fiscal  mess.  Japan's  criticism  of  U.  S.  deficits 
throughout  the  1980s  still  rings  in  oui-  eai-s. 
The  U.  S.  has  done  much  to  bring  its  deficit 
under  control,  to  the  point  of  enjoying  the 
smallest  deficit,  as  a  percentage  of  GDP,  of 
any  major  industrial  counti-y.  Moreover,  bal- 
anced-budget discussions  are  under  way  in 
Washington,  in  plenty  of  time  to  addi-ess  fai- 
off  fiscal  difficulties. 

WARY  PUBLIC.  It  is  obvious  that  Japan's  pe- 
culiar system  of  goveraance  has  much  to  do 
with  the  problem.  Its  Ministry  of  Finance 
has  gotten  Japan  into  one  problem  after  an- 
other— protectionism  has  fostered  antagonism 
fi"om  trade  ptu'tners,  regulation  has  repi-essed 
the  standard  of  living,  and  lack  of  supen'ision 
hiis  caused  tlie  banking  system  to  cr.isli.  Now, 
on  top  of  everything  else,  the  government 
seems  to  be  bankrupt.  Solving  ])roblenis  in 
smoky  back  rooms  no  longer  works.  And  the 
public  is  becoming  more  unwilling  lo  let  jjoliti- 
cians  have  a  mandate. 

Where  are  llie  answers  lo  llie  ll-^cal  dilem- 
ma? The  most  obvious  one,  and  surely  the 
worst,  is  lo  increase  taxes.  Japan  has  ahvady 
scheduled  a  boost  in  the  consumption  tax  to 
contain  the  present  deficit.  Of  course,  in  an 
economy  that  has  not  had  a  sustained  up- 
swing foi-  five  years,  that  tax  inci-ease  may 
mean  an  economy  that  contiiuies  to  crawl. 
Higher  payroll  taxes  are  being  proposed  as  a 


solution  to  the  pension  problem.  Nowhere  in 
the  world  has  taxing  jobs  been  a  good  idea 
for  growth.  Japan  won't  be  an  exception. 

Much  better  answers  involve  a  dramatic 
review  of  the  supply-side  possibilities.  This 
starts  \vith  a  look  at  the  absurd  emplojmient 
strategy.  In  the  restructuring  of  Japanese 
coi-porations  in  the  recession  of  the  past  few 
yeai"s,  more  and  more  companies  are  shedding 
labor  and  thus  kicking  out  potential  taxpayei-s. 
Business  is  going  offshore  and  taking  with  it 
the  tax  base.  The  government  must  create  an 
envii'onment  where  business  wants  to  stay 
and  expand.  Women  who  today  are  pushed 
out  of  the  labor  force  once  they  reach  the 
age  of  28  or  when  the  economy  is  in  reces- 
sion, whichever  comes  first,  must  be  encour- 
aged to  stay.  The  more  emplojTnent  there  is, 
the  smaller  the  crisis. 

REGULATORY  KNOTS.  To  get  more  job  oppor- 
tunities, a  few  steps  ai-e  essential  If  the  gov- 
ernment cleaned  up  the  banks,  there  would  be 
increased  commercial  lending,  and  with  that, 
investment  and  growth.  Since  the  government 
will  have  to  pay  the  bUl  in  the  end  anjTray, 
why  procrastinate  and  run  up  bigger  public 
debts?  Next,  massive  deregulation  of  industry', 
sei-vices,  ti-ade,  and  agiiculture  will  open  up  a 
i-ange  of  business  oppoitunities,  jobs,  and  out- 
put gix)wth.  Tliat,  in  tmn,  will  pro\nde  a  wider 
tax  base  and  hence,  revenue  gi-o\rth.  Because 
Japan  is  so  tied  up  in  regulaloiy  knots,  it  has 
tremendous  gi-owth  potential.  Of  course,  per- 
vasive deregulation,  as  the  case  of  the  U.  S. 
and  many  emerging  economies  shows,  is  not  a 
gentle  step.  There  will  be  inequality,  realloca- 
tion, and  sti-ess.  But  covering  up  bankruptcy, 
as  Japan  does  now\  cannot  avoid  the  diffiailty. 
Ultimately,  the  government  will  have  to  look 
for  revenue,  and  without  gi-owth.  this  is  a 
much  more  punishing  task. 

Finally,  the  Bank  of  Japan  has  an  impor- 
tjuit  responsibility  in  creating  a  supply-side- 
friendly  macroeconomic  climate.  Tliere  is  not 
the  remotest  risk  of  inflation  in  Japan:  Un- 
emi)loyment  is  high,  capacity  utilization  is 
low.  and  nobody  thinks  of  niising  prices.  In 
fact,  deflation  is  a  more  a])l  description  of 
the  business  climate,  llie  Hank  of  Jajian  must 
keep  interest  i-ates  at  rock  bottom  for  years. 
If  rates  are  pushed  up,  the  fiscal  problem 
will  move  frem  a  time  bomb  that  might  be 
defused  to  an  outiight  early  explosion.  Japan 
needs  economic  gi-owth  to  work  through  its 
|)ension  crisis.  It's  nmning  out  of  time. 
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Economic  Trends 


BY  GENE  KORETZ 


JOB  MOBILITY, 
AMERICAN-STYLE 

It's  rising  fast-mainly  among  men 

An  analysis  of  recent  government 
data  by  the  Employee  Benefit  Re- 
search Institute  provides  important  new 
evidence  that  structural  shifts  in  the 
U.  S.  economy  and  a  rising  tide  of  per- 
manent layoffs  have  significantly  in- 
creased job  mobility.  The  ebri  analysis 
points  to  a  sharp  decline  in  male  job 
stability  in  recent  yeai"s. 

Specifically,  between  1991  and  1996, 
median  job-tenm-e  levels  for  men  25  to 
64  feU  by  an  average  of  around  19%. 
For  those  35  to  64,  the  drop  continues  a 
trend  that  began  in  the  early  1980s,  af- 
ter male  job  tenure  hit  a  postwar  peak. 

But  females'  job  tenure,  which  rose  in 
the  early  1980s,  has  remained  relatively 

A  SHARP  DECLINE 
IN  JOB  TENURE 

MEDIAN  YEARS  AT 
CURRENT  EMPLOYER  _ 

■  1983 

■  1991 
1996   


MALE  WORKERS  AGED: 
55-64  45-54  35-44 

▲  YEARS      DATA:  EMPLOYEE  BENEFIT  RESEAflCH  iNSTHlflE 

constant  since  198-3.  The  greater  stabil- 
ity posted  by  women  may  be  related 
to  the  surge  in  women  working  since 
the  mid-'70s  and  the  heavier  toll  among 
men  of  recent  job  losses. 

The  data  also  confirm  that  older  men 
have  been  particularly  affected  by  lay- 
offs: Since  1983,  median  job  tenure  has 
dropped  by  6  years,  or  29%,  among 
males  55  to  64,  and  by  nearly  B'A  years, 
or  25%,  among  males  45  to  .54. 

While  rising  mobility  may  entail  hard- 
ship for  individual  workers,  many  econ- 
omists believe  that  it  has  contributed 
to  employment  and  economic  growth  in 
recent  years.  It  may  be  no  coincidence 
that  the  U.S.,  which  has  the  shortest 
average  job  tenure  among  industrial  na- 
tions, has  also  posted  the  strongest 
gains  in  employment. 

As  the  EBRI  notes,  however,  mobility 
caused  by  layoffs  can  have  negative  im- 
plications for  the  economic  security  of 
affected  workers — and  for  long-term  na- 


tional savings.  Studies  indicate  that 
many  laid-off  workers  take  jobs  that 
lack  the  health  insui'ance  they  fomerly 
enjoyed,  for  example.  And  many  dip 
into  retirement  savings. 

In  fact,  less  than  half  of  all  lump-sum 
distributions  from  retirement  plans — 
which  are  usually  paid  out  when  a 
worker  loses  or  changes  his  job — are 
rolled  over  into  Individual  Retu-ement 
Accounts  or  similar  savings  programs. 


DO  LOW  TAXES 
LURE  INVESTMENT? 

They  matter  to  some  multinationals 

Although  it  stands  to  reason  that 
state  taxes  play  a  part  in  corpo- 
rate decisions  about  capital  investment 
in  the  U.  S.,  researchers  have  often  had 
difficulty  in  demonstrating  the  effect — 
presumably  because  other  factors,  such 
as  local  infrastructure  and  access  to 
markets,  can  offset  high  tax  rates.  Now, 
James  R.  Hines  Jr.  of  Harvai-d  Univer- 
sity has  turned  up  one  area  where  tax 
rates  seem  to  make  a  cleai"  difference: 
foreign  direct  investment. 

Writing  in  the  American  Economic 
Review,  Hines  notes  that  nations  gen- 
erally use  two  methods  to  avoid  sub- 
jecting multinational  corporations  to 
double  taxation  on  their  overseas  activ- 
ities. Some,  such  as  Britain,  Japan,  and 
the  U.  S.,  provide  credits  for  taxes  paid 
to  foreign  governments — credits  that 
can  be  used  to  offset  home-countiy  tax- 
es. Others,  such  as  Canada,  France,  and 
Germany,  effectively  exempt  the  for- 
eign earnings  of  their  multinationals 
from  any  home-country  taxes  at  all. 

Hines  figures  that  multinationals  from 
coimtries  providing  tax  credits  against 
foreign  taxes  should  be  relatively  vm- 
concemed  about  state  taxes  in  making 
U.  S.  investment  decisions.  Multination- 
als that  are  exempt  from  home-country 
taxation,  however,  are  likely  to  avoid 
states  vidth  high  taxes,  since  such  taxes 
are  a  direct  cost  item  to  them. 

That,  in  fact,  is  exactly  the  pattern 
Hines  found  when  he  looked  at  foreign 
investment  patterns  in  the  late  1980s 
in  all  50  states.  While  all  multinationals 
tended  to  invest  more  heavily  in  states 
with  low  corporate  income  taxes,  the 
difference  was  far  gi-eater  for  multina- 
tionals from  countries  exempting  for- 
eign-source income  from  taxation. 

The  moral  for  states  courting  foreign 
investment:  Those  with  high  tax  rates 
would  do  well  to  woo  investors  that 
benefit  from  domestic  tax  credits. 


PATHS  TOWARD 
A  FREE  MARKET 

Why  Poles  are  outpacing  Russians 

If  the  hefty  advances  of  the  Russian 
and  PoUsh  stock  markets  last  year 
are  any  indication  (chart),  free-market 
capitalism  is  putting  down  healthy  roots 
in  both  nations.  However,  Timothy  Frye 
of  Columbia  University  and  Andrei 
Shleifer  of  Harvard  University  find  big 
differences  in  the  roles  their  govern- 
ments are  playing. 

Russia  they  say,  seems  to  conform 
to  a  "grabbing  hand"  model,  in  which 
government  bureaucrats  are  less  inter- 
ested in  promoting  private  economic  ac- 
tivity than  in  lining  their  own  pockets. 
Poland's  government,  by  contrast,  de- 
pends more  on  the  invisible  hand  of  the 
market  to  guide  economic  growth. 

The  economists  cite  a  recent  sui-vey 
they  conducted  of  105  private  retail 
shops  in  Moscow  and  Warsaw.  The  sur- 
vey found  that  shop  managers  in  both 
cities  had  little  faith  in  their  legal  sys- 
tems and  rarely  used  the  courts  to  re- 
solve disputes  with  other  businesses  or 
government  agencies.  However,  more 
than  three-fourths  of  the  Moscow  shops 
said  they  had  to  pay  private  security 
agents  for  "protection,"  whereas  only 
8%  of  Polish  shops 


CAPITALISM 
UNCHAINED? 


▲  PERCENT 


DAW:  MORGAN  SIANIEY  CAPIIAl 
INTIRNATIONAl 


had  to  do  so. 

Regulatory  bur- 
dens also  differed. 
Moscow  managers 
estimated  that  it 
took  nearly  three 
months  to  register 
their  business, 
while  Warsaw 
managers  said  it 
took  only  several 
weeks.  Muscovites 
reported  an  aver- 
age of  19  inspec- 
tions a  year,  and 
83%  said  they  had 
been  assessed  fines.  In  Warsaw,  the 
comparable  figures  were  9  and  46%. 

In  sum,  the  survey  suggests  that 
Russian  bureaucrats  tend  to  assume  a 
"gi-abbing  hand"  role  in  interacting  with 
private  business— often  ignoring  wide- 
spread corruption  and  using  onerous 
regulations  to  feather  their  own  nests— 
whereas  Polish  officials  give  far  more 
leeway  to  the  invisible  hand  of  the  mar- 
ket. Such  differences  help  explain  why 
Russia's  economy  has  contracted  by  50% 
in  the  past  six  years,  while  the  Polish 
economy  posted  better-than-5%  gi-owth 
in  both  "1995  and  1996. 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


HOT  GROWTH  COULD  BOIL  OVER 


BRITAIN 


The  "British  model"  is  facing  a  stem 
test  in  1997.  A  decade  of  restructur- 
ing, including  privatizations,  reduced  social  costs,  dereg- 
ulated labor  markets,  and  a  domestic  policy  focus  was 
intended  to  yield  a  less  inflation-prone  economy.  Now, 
with  the  economy  close  to  overheating  and  with  a 
new  government  likely  after  elections  that  must  take 
place  by  May,  the  question  becomes:  Will  inflation  stay 
down? 

Forecasters  generally  expect  the  economy  to  grow 
3.6%  this  year,  after  a  2.3%  pace  in  1996.  Growth  that 
fast  is  generally  believed  to  be  more  than  a  percentage 

point  greater  than  the  econo- 
my can  manage  without  gen- 
erating more  inflation.  That's 
because  after  five  years  of  ex- 
pansion, little  slack  remains  in 
the  labor  markets  and  produc- 
tion capacity. 

Price  pressures  will  be 
building  throughout  the  year, 
although  the  price  indexes  are 
likely  to  be  restrained  by 
1996's  impressive  strength  in 
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sterHng.  Producer  prices  of  goods  at  the  factory  gate 
stayed  tame  through  yearend,  but  that  didn't  prevent 
underlying  retail  inflation,  which  excludes  mortgage 
costs,  from  climbing  to  3.3%  in  November — ^well  above 
the  government's  target  range  of  1%  to  2.5%.  Price 
pressures  in  services,  which  are  insulated  from  currency 
effects,  are  on  the  rise. 

Unlike  on  the  Continent,  Britain's  growth  will  be 
fueled  by  domestic  demand,  not  foreign  trade,  led  by 
pickups  in  housing  and  business  investment  and  an 
expected  4%  surge  in  consumer  spending.  Households 
will  benefit  fi-om  past  rate  cuts,  cash  windfalls  as  build- 
ing societies  shift  to  bank  status,  rising  home  values, 
and  stronger  job  markets.  The  December  jobless  rate 
fell  to  a  six-year  low  of  6.7%. 

Barring  any  vnrongheaded  new  policies,  analysts  be- 
lieve that  inflation  is  manageable,  but  that  containing  it 
will  require  rate  hikes  that  would  take  base  rates  from 
6%  now  to  the  7%  to  7.5%  range.  A  probable  Labor 
government  seems  unlikely  to  alter  the  broad  policy 
stance.  Chances  are  good  that  Labor  wUl  adopt  the 
2.5%  inflation  target  set  by  the  Tories.  The  problem:  In- 
flation control  in  1997  wSl.  come  at  the  expense  of  eco- 
nomic growth  in  1998. 


INFLATION  IS  STILL  DOWN-BUT  NOT  OUT 


U.S.  ECONOMY 


Inflation  has  been  dovra  for 
so  long,  a  few  analysts  have 
pronounced  it  dead.  The  latest  price  indexes  show  in- 
flation ended  1996  as  tame  as  ever.  But  other  data 
strongly  suggest  the  seeds  of  future  inflation  are  in  the 
ground.  They  are  dormant  now,  but  just  a  Kttle  coaxing 
from  a  vibrant  economy  could  cause  them  to  sprout. 

To  be  sure,  price  pressures  have  been  almost  nil. 
Last  year,  slower  growth  in  benefits  offset  bigger  pay 
gains,  even  in  a  tight  labor  market.  The  capital-spend- 
ing boom  continued,  enabling  manufacturers  to  add  ca- 
pacity and  prevent  production  bottlenecks.  Capacity 
constraints  were  also  absent  overseas  because  eco- 
nomic grovrt-h  slowed,  especially  in  the  industrialized  na- 
tions. The  dollar's  surge  against  other  currencies  helped 
to  cut  import  prices.  And  the  third-quarter  pause  in  de- 
mand Ukely  kept  the  economy  below  its  "full  poten- 
tial"—the  noninflationary  level  of  output  that  uses  all 
available  labor  and  production  facilities. 
However,  while  the  above  trends  worked  togeth- 
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er  in  1996  to  keep  inflation 
low  (chart),  there  is  no  guar- 
antee that  these  ducks  will 
stay  in  a  row  in  1997.  If  a 
few  waddle  off  course,  then  ^-^ 
by  the  second  half  inflation 
wiW  be  more  of  a  won-y  for  35 
consumers,  the  financial  mar- 
kets, and  policymakers. 
The  key  factor  in  the  infla-     "'so'si  '92  '93  '94  '95  '96 
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growth.  The  yeai-end  data  on 

jobs,  houi-s  worked,  retail  sales,  and  inventories  imply 
that  the  economy  gi-ew  at  an  annual  rate  of  more  than 
3%  in  the  fourth  quaiter.  By  some  measui-es,  that  meajis 
output  Ls  now  at  fiill  potential.  So  if  gi'owth  stays  above 
the  economy's  noninflationary  speed  hmit,  generally 
thought  to  be  about  2^%,  job  markets  will  tighten  ftir- 
ther  and  labor  costs  will  continue  to  giw  faster. 
Another  red  flag  to  watch  for  is  capacity  con- 
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straints.  They  could  emerge,  especially  since  the  man- 
ufacturing sector  is  gaining  momentum,  and  since  busi- 
ness spending  on  equipment  is  set  to  slow  a  bit.  More- 
over, world  gi-owth  is  picking  up,  and  the  dollai-'s  rate  of 
appreciation  duiing  1996  has  tapered  off.  Result?  Cheap- 
er imports  will  no  longer  offset  higher  domestic  prices. 

For  now,  at  least,  inflation  cleai'ly  looks  more  dead 
than  alive.  The  consumer  price  index  rose  0.3%  in  De- 
cember, pushed  up  by  a  1.6%  jump  in  energy  prices. 
But  excluding  energy  and  food,  the  core  index  edged  up 
only  0.1%.  In  fact,  core  consumer  inflation  fell  to  2.6% 
last  yeai',  a  level  not  seen  in  more  than  two  decades. 
Core  wholesale  inflation  also  declined  last  year,  and 
further  back  in  the  production  process,  prices  for  inter- 
mediate and  crude  materials  ended  1996  below  their 
year-ago  levels. 

Smaller  price  inci'eases  for  goods  have  been  the  main 
reason  for  falling  core  inflation.  Prices  of  goods  ex- 
cluding food  and  energy  are  up  just  1%  in  the  year 
ended  in  December.  Core  service  inflation  is  running 
3.3%,  just  a  bit  below  1995's  3.6%  pace.  That's  the  result 
of  stabilizing  housing  costs. 

BUT  THAFS  LOOKING  BACKWARD.  The  question  is: 

WSl  inflation  stay  down?  The  biggest  concern  for  1997 
is  a  tight  labor  market.  Even  with  December  unem- 
ployment ak-eady  down  to  5.3%,  payrolls  are  increasing 
at  a  pace  that  will  send  the  jobless  rate  still  lower. 

U.  S.  companies  added  262,000  workers  to  their  pay- 
rolls in  December.  Monthly  payroll  gains  averaged 
194,000  during  the  second  half  of  1996,  down  only  a  bit 
from  the  234,000  monthly  pace  of  the  flrst  half.  But 
based  on  the  current  trend  in  the  labor  force,  job 
growth  would  have  to  slow  to  below  150,000  before  la- 
bor-market tightness  could  even  begin  to  ease. 

As  a  result,  wage  growth 
already  has  picked  up  signifl- 
cantly,  and  it  continues  to  ac- 
celerate. December  hourly  pay 
for  production  workers  rose 
0.5%,  and  for  the  quarter, 
earnings  were  up  3.4%  from 
a  year  ago,  the  fastest  annual 
pace  in  six  years  (chart). 

In  fact,  wage  growth  is  be- 
ginning to  reach  a  pace  that 
will  offset  the  slower  grovrth 
in  benefits  costs.  As  a  result,  the  government's  em- 
ployment cost  index,  which  measm-es  both  wages  and 
benefits,  vrill  soon  start  to  gi-ow  faster  as  well.  In 
1997,  higher  labor  costs  will  mean  that  many  compa- 
nies must  either  raise  prices  or  watch  their-  profits  get 
squeezed. 

The  strong  performance  of  the  job  markets  in  De- 
cember confii-med  that  the  economy  reaccelerated  after 
its  summer  lull.  The  job  gains  were  broad,  covering 
eyei-ything  from  consti-uction  to  manufacturing  to  ser- 
vices, and  tempoi-aiy-help  agencies  accounted  for  only  a 
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small  portion  of  the  service-sector  gains.  The  work- 
week increased  by  18  minutes,  to  34.8  hours,  matching 
the  1994  peak,  which  at  the  time  was  a  six-year  high. 
Overall  hours  worked  for  the  quarter  were  consistent 
vrith  economic  grovrth  in  the  3%  to  4%  range. 

MOREOVER.  THE  JOB  DATA  imply  continued  mo 
mentum  going  into  1997,  especially  in  manufacturing.  A 
jump  in  factoiy  hours  points  to  a  strong  gain  in  De- 
cember industrial  production.  Factory  output  is  starting 
to  outpace  the  growth  in  new  capacity  for  the  first 
time  in  VA  years.  That  means  capacity  utilization  rates 
are  set  to  rise,  further  reducing  the  amount  of  pro- 
duction slack  in  the  factory  sector. 

Also,  the  jumps  in  payrolls,  hourly  pay,  and  the 
workweek  mean  that  December  personal  income  post- 
ed another  healthy  advance — more  fuel  for  consumer 
spending.  Retail  sales  ended  the  year  with  a  solid  0.6% 
increase,  and  November  buying  was  not  as  weak  as 
flrst  reported.  As  a  result,  real  consumer  spending  ap- 
pears to  have  risen  at  an  annual  rate  of  about  3%  last 
quarter,  a  sharp  rebound  from  the  third-quarter  show- 
ing (chart).  The  bounceback  wiU  propel  the  gains  in  fac- 
tory output  into  the  ficrst  quarter. 

Stronger  buying  at  yearend  left  inventories  ex- 
tremely lean  relative  to  sales.  Stockpiles  at  manufac- 
turers, wholesalers,  and  retailers  edged  up  0.1%  in 
November,  as  sales  rose  0.6%,  leaving  the  ratio  of  in- 
ventories to  sales  a  record  low  1.39.  Retail  stockpiles 
fell,  as  auto  dealers  thinned  out  their  cai-  lots. 

But  it's  not  just  domestic  demand  that  will  set  the 
inflation  trend.  Events  overseas  also  bear  watching. 
With  Europe  and  Latin  America  set  to  pick  up, 
growth  in  the  industrialized  nations  will  be  more  in 
synch.  So  capacity  usage  and  demand  for  raw  materi- 
als wiU  be  higher  worldwide.  Faster  industrial  output 
globally  could  bid  up  commoditj^  prices. 

In  addition,  the  8%  lise  in 
the  dollar  against  a  trade-         RETAIL  BUYIHG 
weighted  basket  of  currencies     IMPROVED  AT  YEAREND 
has  helped  to  cut  the  prices 
of  nonoil  imports  by  a  lai'ge 
2.2%  since  April,  1995.  And 
vrith  nonoil  imports  account- 
ing for  a  record  shai*e  of  U.  S. 
goods  purchases,  lower  import 
prices  have  been  a  powerful 
force  in  holding  down  total 
goods    inflation.    In  1997, 
though,  any  appreciation  in  the  dollai'  will  be  small,  and 
import  prices  may  no  longer  fall. 

Even  so,  it  is  clear  that  right  now  all  is  quiet  on  the 
inflation  front.  But  to  detect  future  pressures,  you 
can  bet  that  the  Federal  Reserve  and  other  price- 
watchei-s  will  be  follomng  closely  the  ti'ends  in  eco- 
nomic gi-owth,  wages,  and  the  dollar.  The  Fed  in  par- 
ticular knows  that,  like  the  price  of  hberty,  the  cost  of 
low  inflation  is  vigilance. 
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SAVING  A  FEW  BUCKS  ON  POLITICAL 
RISK  INSURANCE  SEEMS  TO  MAKE  SENSE. 

UNTIL  SOME  FOREIGN  GOVERNMENT 
NATIONALIZES  YOUR  BUSINESS. 


For  companies  doing  business  overseas,  the  reality  is  that  political  risk  insurance  has  become 
a  necessity.  Political  upheavals  are  difficult  to  forecast.  Rising  nationalism  increases  the  risk  of 
expropriation.  Changing  economic  forces  make  currency  inconvertibility  more  likely.  And  political 
violence  is  a  constant,  looming  threat. 

AIG  Global  Trade  &  Political  Risk  Insurance  Company,  a  member  company  of  American 
International  Group,  Inc.,  is  the  only  company  with  the  global  presence  and  knowledge  of  local  condi- 
tions to  protect  you  around  the  world. 

When  you're  an  AIG  client,  you're  not  just  buying  insurance.  You're  getting  a  business  partner. 
With  offices  in  more  than  130  countries  and  jurisdictions  worldwide,  AIG  has  the  expertise,  perspec- 
tive and  long-term  relationships  necessary  to  resolve  international  problems  whenever  they  arise. 
AIG  Global  customers  also  benefit  from  the  experience  of  a  board  of  directors  that  includes  former 
U.S.  Secretary  of  State  Henry  A.  Kissinger,  former  U.S.  Trade  Representative  CarlaA.  Hills, 
former  Treasury  Secretary  and  U.S.  Senator  Lloyd  M.  Bentsen,  former  World  Bank  President 
Barber  Conable,  Jr.,  and  former  Prime  Minister  of  Pakistan  Moeen  Qureshi. 

Other  insurance  companies  may  offer  capacity.  Only  AIG  Globd  underwrites  longer-term  polit- 
ical risk  coverages  up  to  $120  million  capacity  per  project,  guaranteed  for  seven  years  and  backed  by 
the  strongest  balance  sheet  and  top  financial  ratings  in  the  business.  Perhaps  that's  why  AIG  has  been 
the  leader  in  political  risk  coverage  for  more  than  twenty 
years.  To  find  out  how  AIG  can  help  solve  your  political  risk 
problems,  call  one  of  the  lead  underwriters  listed  below. 


AIG 


Global^  ,  ,  ,  . 
Trade  &  Political  Risk 

Insurance  Company 


A  membef  company  ol  Americari  InleniBlional  Group.  Inc. 


Ray  Antes 
AIG  Global.  New  York 
(212)  770-7819 


Bli7jibeth  Bloch 
AIG  Global,  Chicago 
(.112)  OSO-MM 


.Jackie  Deanc  Jon  Kay  '••''"""I" 

AIG  Global.  San  Kranci.co       AIG  Global.  Melbourne.  AuMralia      AIG  Global.  U.K.  &  Europe 
14\!,)44F,.-IR!,B  6l.39-ii22.479a  171-280.8832 
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SOUTH  KOREA 


WHY  SEOUL 
IS  SEETHING 


Koreans  want  the 
mismanaged 
chaebol  to  share 
the  economic  pain 

They  looked  so  out  of  place,  with 
their  conservative  suits  and  smart 
haircuts.  But  there  they  were, 
masses  of  Seoul's  bank  clerks  and 
middle  managers,  braving  freezing  tem- 
peratui'es  to  march  alongside  hardened 
Korean  factory  hands  and  voice  theu- 
outrage  at  a  new  labor  law.  The 
squadrons  of  riot  poMce,  packed  in  ser- 
ried ranks  behind  menacing  shields, 
made  no  exceptions  for  these  white-col- 
lar protesters.  They  lobbed  the  same 
tear  gas  at  clerks  and  managers  that 
they  have  used  against  the  workers  who 
have  been  marching  by  the  hundreds 
of  thousands  in  Seoul 
since  late  December. 

Kitual  clashes  be- 
tween police  and 
workers  are  nothing 
new  in  Korea.  But  the 
appearance  on  the 
scene  of  middle-class 
protesters  clearly 
shows  something  new 
is  afoot  in  this  coun- 
try. There's  a  new 
anger  to  the  protests, 
anger  at  a  just  passed 
law  that  makes  layoffs 
possible,  a  law  many 

FUMBLE 
President  Kim 
rammed  througli  a 
labor  law  to  drive 
down  costs.  That 
set  off  a  firestorm 


Koreans  see  as  a  sign  of  a  return  to 
the  bad  old  authoritarian  days.  But  be- 
sides anger,  there's  fear  as  well.  The 
protesters  sense  that  Korea's  economy 
and  society  are  changing  so  rapidly  that 
soon  many  cherished  parts  of  life — in- 
cluding lifetime  employment  and  steadi- 
ly rising  wages — ^vvill  be  a  thing  of  the 
past.  The  anger  and  fear  are  so  intense 
they  have  sparked  strikes  at  dozens  of 
plants  and  cost  the  economy  bilUons  in 
lost  production. 

MIRACLE  TO  MALAISE.  Behind  the  tur- 
moil is  a  profound  crisis  in  Korea's  po- 
Ktical  and  coi-porate  elite  that  highlights 
the  strategic  missteps  of  Seoul's  policy- 
makers and  the  giant  corporations 
known  as  the  chaebol.  South  Korea  be- 
came one  of  the  dragons  of  Asia  through 
a  heavily  regulated,  export-driven  mod- 
el that  also  insulated  the  chaebol  fi-om 
serious  competition  in  their  domestic 
market.  Workers  had  few  rights  and  had 
to  endure  tough  conditions,  but  they 
were  rewarded  with  lifetime  jobs  and 
good  raises. 

Now  that  mercan- 
tihst  model  is  tuiTiing 
the  Korean  Miracle 
into  the  Korean 
Malaise.  Costs  are 
thi-eatening  the  com- 
petitiveness of  the 
chaebol — which  are 
borrowing  massively 
to  conquer  overseas 
markets.  Yet  margins 
are  low  in  businesses 
as  diverse  as  autos 
and  semiconductors. 
And  Korea's  Asian 
brethren  in  Singapore 
and  Malaysia  are 
muscling  into  the 
same  turf.  Meanwliile, 
the  chaebol  can  no 
longer  afford  to  pay 
the  price  of  social 
peace — liigh  wages  at 
home. 


The  goveriunent's  latest  effort  was  a 
badly  fiunbled  attempt  to  provide  relief 
to  Korean  businesses  by  driving  down 
labor  costs.  The  law  was  rammed 
tlirough  parliament  by  President  Kim 
Young  Sam's  party  on  Dec.  26,  without 
opposition  members  present.  The  leg- 
islation makes  it  easier  to  fire  employ- 
ees and  hire  part-time  workers,  yet  it 
keeps  new  unions  illegal  until  2000. 
Since  the  bill  was  passed  in  tlie  semi- 
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secret,  predawn  parliamentary  session, 
strikes  have  spread  nationwide  as 
workers  for  the  major  chaebol  have  re- 
acted with  fury  to  this  violation  of  the 
social  contract. 

Even  before  the  protests  paralyzed  so 
many  factories,  problems  were  piling 
up  in  Korea.  The  Korean  stock  market 
has  been  in  a  free  fall,  plummeting  26% 
last  year.  What's  more,  the  weak  Japa- 
nese yen  and  cyclical  price  declines  have 


combined  to  slash  prices  on  Korea's  key 
export  products— notably  memoi-y  chijDS, 
steel,  and  petrochemicals.  Earnings  have 
plimged,  and  export  growth  has  slowed, 
rocketing  the  cun-ent-account  deficit  to 
$23  billion  last  year,  or  a  lofty  4.7%  of 
gross  domestic  product.  "We  have  to 
build  a  new  economic  model,"  Deputy 
Prime  IMinister  and  Finance  Minister 
Han  Seung  Soo  told  business  week. 
Korea's  growth,  which  slowed  to  6.8%  in 


ANEW  ANGER 
The  current  unrest  has  spread 
from  workers  to  middle-class 
clerks  and  managers 
furious  that  new  legislation 
allows  layoffs — and  thus 
violates  the  social  contract 


1996  from  a  toi-rid  9.0%  in  1995,  may 
slide  to  6.2%  this  year. 

The  sense  of  crisis  and  economic 
mismanagement  has  aggravated  the 
anger  of  the  unions.  With  Korean  un- 
employment benefits  only  in  their  in- 
fancy, "workers  feel  they  are  being  made 
to  bear  all  the  pain  while  the  rimebol 
get  more  competitive.  "We're  at  the  ini- 
tial stage  of  a  new  dictatorship  under 
which  the  chaebol  control  the  civilian 
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government,"  says  Choi 
Dong  Young,  a  36-yeai- 
old  laid-off  auto  worker 
and  union  organizer  out- 
side Myongdong  Cathe- 
di-al  in  Seoul. 

The  workers'  rage  is 
partly  justified,  but  it 
doesn't  change  the  fact 
that  costs  are  out  of 
control  in  Korea.  Real 
wages  rose  an  annual 
average  of  8.2%  in  the 
decade  thi-ough  1995,  fai- 
outstripping  productivi- 
ty gains,  which  averaged 
6.5%  (chai-ts,  page  23). 
Compounding  the  prob- 
lem are  logistic  night- 
mares that  drive  up  PUTPC!  FIRST  rector  at  ING  Barings  Ltd. 
costs.  Roads  ai-e  contin-  ^"^^^  riivoi  Previous  attempts  by  Presi- 

ually  congested,  and  Samsung  IS  one  01  the  dent  Kim  to  use  tax  cuts  and 
ships  arriving  at  Pusan  few  grOUpS  that  aim  other  incentives  to  force  the 
port  have  to  wait  days  to  end  wild  expansion  fT?^f^^^S  chaebol  to  concen- 
to  dock.  J  i-  1  J.  ^^^^^  °^         products  have 

While  the  c/iae6oZ  and  Sticktocore  been  to  little  avail.  The  c/iae- 
want  to  chop  costs  at  products,  SUCh  as  bol  have  only  gotten  bigger, 
home,  they  are   also  semiconductors  ^^^^^  conglom- 

massively  shifting  in-  erates  account  for  about  80% 

vestment  outside  the  country.  The  top    of  Korea's  gdp  and  half  of  total  ex- 


four  chaebol — Hyundai,  Samsung,  LG, 
and  Daewoo — ^have  been  investing  bil- 
lions in  the  U.S.,  Europe,  Asia,  and 
the  old  Soviet  bloc.  Little  wonder. 
Even  advanced  countries  such  as 
Britain  offer  manufacturing  wages  up 
to  30%  lower  than  Korea.  The  aver- 
age consumer-electronics  factory  work- 
er makes  $6.94  an  hour  in  Britain, 
compared  with  $9.99  in  Korea.  In  a 
now  typical  move,  LG  announced  in  July 
that  it  was  building  a  $2.8  billion  plant 
in  Wales. 

"PROFITLESS  PROSPERITY."  Shifting  as- 
sets abroad  will  not  solve  all  the  chae- 
bol's self-created  problems.  The  family- 
owned  and  -managed  groups  are 
famous  for  their  autos,  electronics,  and 
other  capital-intensive  businesses.  Yet 
they  have  diversified  into  unrelated 
fields  as  far-flung  as  fertilizer  and 
restaurants,  undermining  their  ability 
to  compete  in  key  industries.  Chaebol 
profits  remain  dangerously  dependent 
on  products  subject  to  volatile  pricing 
trends. 

With  the  government  arranging  easy 
access  to  capital,  the  cimebol  have  piled 
into  export-oriented,  capital-intensive 
industries  such  as  cars  and  semiconduc- 
tors. One  result  has  been  a  "profitless 
prosperity"  of  overcapacity,  declining 
profit  margins,  and  growing  dependence 
on  developing  markets.  "The  question 
is,  will  we  go  bankrupt  or  find  a  solu- 
tion?" says  Lee  Keunmo,  research  di- 


ports.  Affiliated  companies  of  the  top 
30  chaebol  grew  from  623  in  1995  to 
669  in  1996.  And  family  ties  among 
chaebol  owners  are  spawning  new  cliae- 
bol.  One  chaebol,  for  instance,  is  run  by 
the  sister  of  Samsung  Group  head  Lee 
Kun  Hee,  while  another  is  controlled 
by  the  brother  of  Hyundai  Group 
founder  Chung  Ju  Yung. 

The  latest  hope  of  curbing  chaebol 
power  was  dashed  in  October,  when  the 
New  Korea  Party  blocked  attempts  to 
require  consolidated  fimancial  statements. 
These  would  have  made  the  intricate 
network  of  cross-subsidies  among  chae- 
bol affiliates  more  transparent. 

Some  chaebol  are  trying  to  slam  the 
brakes  on  runaway  expansion.  Samsung 
Group  was  hit  badly  when  prices  for 
16-megabit  dynamic  random-access 
memory  chips  (drams)  collapsed  fi-om 
$80  at  the  end  of  1995  to  about  $10 
now— just  about  the  break-even  point. 
The  decline  contributed  to  a  5%  fall  in 
the  gi'oup's  exports  last  year,  to  $21.4 
biUion.  Now,  says  Jee  Seung  Lim,  Sam- 
sung's senior  managing  director  for 
strategic  planning,  the  company  plans 
to  halt  production  of  29  products,  such 
as  construction  equipment,  and  stick 
with  things  like  semiconductors.  "We 
will  concentrate  on  a  few  selected  prod- 
ucts in  wliich  we  can  enjoy  monopolistic 
market  share,"  he  says. 

Many  of  Korea's  problems  in  its  busi- 
ness sector  ai-e  similar  to  Japan's.  But 


unlike  its  neighbor  and 
industrial  mentor,  South 
Korea  lacks  Japan's  huge 
domestic  market  and 
technological  strengths. 
Instead  of  being  cash- 
rich,  Korean  corporations 
are  highly  indebted,  with 
an  average  debt-to-equi- 
ty ratio  in  excess  of 
200%.  "Without  massive 
restructuring,  Korea  vrill 
be  the  most  vulnerable 
Asian  economy  to  the 
global  deflationary  trend 
of  the  1990s,"  says  Rhee 
Namuh,  director  of  re- 
search at  Dongbang 
Peregrine  Securities  Ltd. 
The  Korean  government  has  taken  a 
few  steps  to  address  the  problems.  In 
addition  to  the  labor  law,  Kim  Young 
Sam  used  his  annual  New  Year's  ad- 
dress to  announce  the  fonnation  of  an 
advisory  committee  on  financial  reform. 
But  with  a  presidential  election  sched- 
uled for  December,  the  prospects  for 
significant  reform  this  year  are  slim. 
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The  average  consumer-electronics  factory  worker  in 
Britain  makes  $6.94  an  hour,  compared  with  $9.99  in  Korea 


Economists  fear  political  concerns  will 
have  the  government  reverting  to  old, 
preelection  tricks,  intervening  in  the 
stock  market  and  knocking  down  in- 
terest rates.  These  moves  would  stoke 
inflation,  projected  at  4.8%  this  year. 
"Political  considerations  will  make 
things  worse.  Then  we'll  need  a  bigger 
adjustment  in  the  fotm-e,"  says  Kang 
Ho  Sang,  professor  of  international 
business  at  Sogang  University  in  Seoul. 

Ominous  cracks  in  the  financial  sys- 
tem have  been  evident  for  years. 
Throughout  Korea's  rapid  development 
stage,  government  used  banks  to  chan- 
nel scarce  capital  to  the  chaebol.  Yet 
many  loans  have  gone  sour,  particularly 
those  related  to  the  misguided  attempt 
to  create  heavy  and  chemical  industries 
in  the  late  1970s  and  early  1980s.  Ana- 
lysts reckon  nonperforming  loans  add 
up  to  some  $24  billion,  about  equal  to 
the  banks'  combined  equity  capital. 

Cleaning  up  Korea's  banking  system 
is  an  enormous  task,  but  one  that's 


necessary  if  the  sector  is  to  compete  in- 
ternationally. Korea  is  overbanked,  with 
25  domestic  commercial  banks,  about 
3,000  small  mutual-savings  banks,  and 
20  major  securities  companies.  That's 
about  one  financial  institution  for  every 
6,000  people — ^five  times  above  the  Or- 
ganization for  Economic  Cooperation 
&  Development  average.  In  the  next 
few  years,  analysts  expect  a  few  com- 
mercial bank  megamergers.  The  small 
mutual-savings  banks  are  also  likely  to 
collapse  into  several  hundred.  Securities 
firms  have  already  begun  to  align 
themselves  with  foreign  partners  to 
gain  global  reach. 

"DRASTIC  REFORM."  Only  full  financial 
deregulation  will  root  out  red  tape  and 
cronyism  and  instill  a  new  competitive 
attitude.  Here  again,  the  political  chal- 
lenge is  daunting,  since  the  instinct  to 
intervene  runs  deep  among  government 
mandarins.  As  in  Japan,  Korea's  Finance 
Ministry  is  a  powerful  institution  staffed 
by  career  employees  loath  to  smTender 


their  power  to  market  forces.  "We  need 
drastic  reform,  but  lower-level  officials 
want  to  monopolize  the  process,"  says 
Finance  Minister  Han. 

Insiders  warn  that  Korean  bureau- 
crats are  unprepared  for  truly  liberal- 
ized markets.  Not  only  are  the  rank 
and  file  resistant  to  change,  few  have 
the  expertise  to  monitor  sophisticated  fi- 
nancial markets  and  instruments.  A  sur- 
vey by  Chosun  Ilbo,  Korea's  leading 
daily,  found  that  80%  of  119  foreign  ex- 
ecutives cited  lower-level  bureaucrats 
as  the  biggest  barrier  to  doing  business 
in  Korea.  "As  long  as  the  red  tape  re- 
mains, corruption  will  persist,"  says  the 
manager  of  a  small  venture-capital  firm. 
"The  kickbacks  that  some  bureaucrats 
demand  have  only  gone  up." 

Over  the  past  few  decades,  Korea's 
economic  development  has  been  a  mir- 
acle and  a  model  for  others.  Yet  growth 
will  grind  inexorably  lower  unless  the 
formula  is  fundamentally  changed. 
President  Kim,  and  whoever  succeeds 
him,  win  have  to  form 
a  national  consensus  if 
Koreans  are  to  go  for- 
ward together.  "We 
are  ready  to  buckle 
down  and  work  hard- 
er, but  management 
must  also  face  reali- 
ty," says  Kim  Doo 
Ean,  an  electrical- 
parts  worker  in  the 
port  city  of  Inchon. 
The  strikers  have 
shown  that  authori- 
tarian moves  are  the 
wrong  way  to  over- 
haul the  economic  sys- 
tem. Now,  all  Korea 
must  accept  the  op- 
portunities and  chal- 
lenges of  fi-ee  mai'kets 
and  fi-ee  politics. 

By  Steven  V.  Bndl 
and  Catherine  Keiim- 
hyun  Lee  in  Seoul 

BUMPER  CROP 

Easy  access  to 
capital  arranged  by 
the  state  has  led 
Hyundai  and  other 
chaebol  to  build 
too  many  cars  for 
exi)ort  as  profit 
margins  decline 
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Asian  Business 


HONG  KONG 


A  MAD  STAMPEDE 
-FOR  REAL  ESTATE 


Housing  prices  are  soaring,  despite  the  coming  handover 


With  less  than  six  months  until 
Hong  Kong  reverts  to  Chinese 
control,  one  might  expect  in- 
vestors to  be  heading  for  the  exits.  In- 
stead, they're  flocking  to  real  estate  bro- 
kers. A  new  apartment  development 
went  on  the  market  in  early  January — 
and  27,000  people  lined  up  to  vie  for 
1,600  flats.  In  November,  a  single-family 
house  on  prestigious  Victoria  Peak  sold 
for  a  record  $70  million. 

Behind  the  speculative  frenzy  is  an 


No 
Vacancy 

•  Hong  Kong's  population 
has  swollen  to  6.3  million, 
a  level  not  expected  until 
2010,  while  developers 
have  been  slow  to  add 
housing 

•  Rich  residents  are  staying 
put — contrary  to  predic- 
tions that  many  would 
leave  prior  to  the  handover 
to  Beijing 

•  Speculators  in  Hong 
Kong,  as  well  as  from  Chi- 
na and  Southeast  Asia,  are 
snapping  up  luxury  apart- 
ments, expecting  that 
prices— up  30%  last  year — 
will  go  even  higher 

DATA:  BUSINESS  WEEK 


was  also  reflected  in  the  34.5%  rise  in 
1996  of  the  Hang  Seng  Index,  which  is 
dominated  by  property  companies. 

Coming  so  close  to  the  handover,  the 
property  boom  amounts  to  a  resounding 
vote  of  confidence  in  Hong  Kong's  eco- 
nomic future.  While  there  ai"e  legitimate 
fears  that  Beijing  vdll  trample  Hong 
Kong's  political  freedoms,  investors  are 
betting  it  wfll  remain  a  thriving  financial 
and  trading  hub  for  Greater  China.  The 
boom  also  indicates  that  while  most 


TOWERING  COST:  Flulu  for  $(IM  million 


economic  fact  of  life  that  is  unlikely  to 
change  this  July:  Hong  Kong's  scarcity 
of  good  housing  is  getting  worse.  In  the 
past  decade,  the  population  has  surged 
by  16%,  to  6.3  million,  a  level  govern- 
ment planners  hadn't  expected  the  ter- 
ritory to  reach  till  2010.  Developers  also 
underestimated  demand  and  have  been 
slow  to  release  new  housing.  As  a  result, 
Salomon  Brothers  Hong  Kong  Ltd.  esti- 
mates, property  prices  rose  an  average 
30%  last  yeai-  and  are  passing  the  pre- 
vious peak  levels  of  1994,  maldng  Hong 
Kong  residential  property  the  world's 
most  expensive.  The  mai-ket's  strength 


well-to-do  Hong  Kong  residents  have 
secured  foreign  passports  just  in  case, 
for  now  they  plan  to  stay  put:  There  ai-e 
few  better  places  to  make  money. 

Even  so,  there  is  concern  that  the 
market  is  overheating.  In  addition  to 
locals  who  simply  want  to  move  into 
better  apai-tments,  speculatoi-s  fi-om  Clii- 
na,  Indonesia,  and  Singapore  are  also 
getting  into  tlie  action.  A  four-bedroom 
apartment  in  the  stylish  Dynasty  Court 
complex  in  Hong  Kong's  Mid-Levels  dis- 
trict recently  sold  for  $6.6  million. 

There's  even  a  feverish  trade  in  the 
right  to  stand  in  line.  One  prospective 


buyer  is  rumored  to  have  paid  a  stag- 
gering $776,000  in  December  merely  for 
a  ticket  that  entitled  him  to  get  first 
pick  at  a  swank  new  complex  on  Hong 
Kong  Island's  picturesque  southern 
coast,  where  houses  fetch  up  to  $10  mil- 
lion. Says  Salomon  property  analyst 
Michael  Green:  "We've  never  seen  any- 
thing hke  that  before." 
JITTERS.  The  rush  is  making  financial 
regulators  nervous.  For  one  thing,  there 
are  signs  that  speculation  is  spreading 
from  luxury  flats  to  less  expensive  prop- 
erty, putting  home  ownership  further 
out  of  reach  for  the  middle  class.  What's 
more,  the  market  is  vulnerable  to 
swings  in  U.  S.  interest  rates,  since  the 
local  currency  is  pegged  to  the  Ameri- 
can dollar.  Mortgages  at  Hongkong  & 
Shanghai  Banking  Coi-p.  have  dropped 
as  much  as  150  basis  points  in  the  past 
year,  to  8.25%,  largely  because  of  the 
fall  in  U.  S.  rates.  A  sharp  hike  in  U.  S. 
rates,  therefore,  could  clobber  Hong 
Kong's  property  market.  Regulators 
worry  that  the  banks'  reliance  on  prop- 
erty loans  for  more  than  40%  of  their 
portfolios  makes  them  vulnerable  to  any 
big  dovratum.  So  they  are  urging  banks 
to  be  cautious  about  new  mortgages. 

There  ai-e  political  perils  as  well.  The 
big  worry  is  that  the  bubble  will  burst 
just  as  Beijing  takes  over,  triggering  a 
broader  loss  of  confidence.  Both  Governor 
Chris  Patten  and  C.  H.  Hmg,  who  is  to 
become  Hong  Kong's  chief  executive  on 
July  1,  have  tried  to  cool  the  market  by 
publicly  warning  that  prices  are  rising 
too  rapidly.  OflBcials  also  hint  they  could 
hit  speculators  with  a  16.5%  profit  tax. 

But  such  short-teiTn  measures  cannot 
resolve  the  gap  between  supply  and  de- 
mand. The  colonial  government  more 
concerned  about  a  possible  meltdowm 
than  a  boom,  so  it  made  little  new  land 
available  for  residential  development. 
Pi-opeity  companies,  who  wanted  to  keep 
prices  liigh,  have  put  fewer  than  30,000 
new  units  on  the  market  annually  for 
the  past  decade,  and  just  19,000  in  1996, 
a  22-year  low  Da\id  Faulkner,  a  partner 
in  property  consultancy  Brooke  Hillier 
Parker,  estimates  Hong  Kong  needs 
35,000  new  units  aimually.  One  reason 
oflBcials  have  hesitated  to  inaiease  supply, 
he  contends,  is  that  "they  haven't  un- 
dei-stood  the  problem"  of  scai-city. 

Such  policies  may  change  after  the 
handover.  Tung  says  he  wants  to  free 
up  more  residential  land.  But  it  will  be 
sevei-al  yeai-s  before  that  ti-anslates  into 
more  apartments.  As  a  result,  property 
prices  could  prove  to  be  as  big  a  politi- 
cal headache  as  pro-democracy  actinsts 
in  the  fii*st  yeai-s  of  Chinese  rule. 

By  Mark  L.  Clifford  in  Hong  Kong 
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European  Business 


FRANCE 


THE  TAMING 

OF  FRANCE  TELECOM 

Michel  Bon  soothed  labor  and  has  privatization  on  track 


When  Michel  Bon  took  charge  of 
France  Telecom  in  1995,  pri- 
vatization of  the  phone  monop- 
oly was  the  government's  bete 
noire.  Each  time  officials  made  a  move, 
militant  unions  staged  massive  strikes, 
forcing  the  government  into  a  humiliat- 
ing retreat.  Bon's  predecessor  quit  after 
just  five  days,  making  Bon  the  third 
president  in  three  months.  Unions 
struck  within  weeks  of  his  anival.  Their 
ominous  message  to  the  newcomer: 
"Don't  even  think  about  privatizing." 

But  Bon,  recruited  from  retailing  gi- 
ant CaiTefour,  surprised  everyone.  With- 
in nine  months,  the  smooth-talking  mai- 
keter  had  tamed  the  unions  and  put  the 
world's  fifth-largest  telecom  operator  on 
track  for  a  late-April  initial  public  of- 
fering that  will  be  a  crucial  milestone 
for  the  French  government.  On  Jan.  1, 
France  T616com  quietly  became  a  legal 
corporation.  "It  was  a  poisoned  dossier 
before  Bon  arrived,"  says  Elie  Cohen,  a 
former  board  member.  "He  managed 
the  negotiations  adroitly." 


Just  as  Deutsche  Telekom's  $13  billion 
IPO  last  October  was  the  largest  stock 
issue  ever  in  Germany,  France  T616- 
com's  will  be  the  biggest  in  French  his- 
tory. A  fifth  of  the  company  will  be  sold 
off  for  an  estimated  $5  billion  to  $8  bil- 
lion. The  offering  mai'ks  a  turning  point 
as  the  first  major  sell-off  in  France's 
huge  public  sector.  If  it  succeeds,  it 
could  lower  resistance  to  restructui-ing 
other  public-sector  sei-vice  compa- 
nies, such  as  Ail-  France  and  fed- 
eral railway  sncf.  It  would  also 
save  face  for  the  government  after 
Paris  botched  an  attempt  to  sell 
defense  and  electronics  giant 
Thomson  in  November. 

Although  selling  labor  on 
change  was  a  crucial  first  step, 
Bon's  toughest  challenge  is  still 
ahead.  Time  is  nmning  out  to  pre- 
pare France  T616com  for  the  Jan.  1, 
1998,  deadline  for  open  telecom  compe- 
tition in  Europe.  Bon  must  inject  mar- 
ket savvy  into  France  T616com's  150,000 
employees  before  powerful  rivals  launch 


PARIS  CHAT:  Service 
has  been  improved 

competing  services. 
For  example,  Compag- 
nie  G6n6rale  des  Eaux 
and  partner  British 
Telecommunications 
PLC  are  investing  more 
than  $1  billion  to  grab 
20%  of  France's  inter- 
national phone  market 
in  the  next  few  years. 
PROGRESS.  So  Bon  is 
drumming  a  critical 
message  into  his  em- 
ployees: Competition 
\vill  be  good  for 
France  Telecom  be- 
cause it  will  spur  mar- 
ket growth.  What  the 
company  loses  to  the 
competition,  he  rea- 
sons, it  can  recapture 
as  the  pie  grows  larg- 
er. Hands-on  management  augments  his 
powers  of  persuasion.  Unlike  his  pre- 
decessors, the  53-year-old  Bon  mingles 
daily  with  employees  in  the  field.  He 
set  up  a  phone  hotline  for  employees 
concerned  about  the  impact  of  privati- 
zation and  competition  that  already  has 
logged  more  than  200,000  calls.  Occa- 
sionally, he  mans  the  line  himself. 

Bon  has  also  made  clear  progress  in 
restructuring  the  $28  billion  France 
T616com.  He  has  slashed  rates,  im- 
proved service,  and  laimched  several 
new  mobile  licenses  in  international 
markets.  In  March,  France  Telecom's 
rate  for  calling  the  U.S.  during  off- 
peak  hours  will  drop  to  44(Z  per  minute, 
vs.  410  a  minute  for  at&t's  callback 
rate.  Bon  has  also  demolished  the  com- 
pany's stifling  hierai-chy  and  overhauled 

GROOMING  FRANCE 
TELECOM  TO  GO  PRIVATE 

•  Slashing  long-distance 
and  national  rates  to 
boost  demand 

•  Improving  marl<eting 
by  decentralizing 
operations 

•  Trimming  staff  through 
early  retirement 

•  Introducing  new  digital 
services  to  raise  margins 

•  Building  international  alliances 

DATA:  BW 
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its  stnictiu-e,  setting  up  450  profit  cen- 
ters focused  on  three  markets:  con- 
sumers, small  business,  and  big  corpo- 
rate customers. 

But  in  the  months  ahead,  Bon  must 
tackle  the  corporate  culture — and  at 
breakneck  speed.  The  metamorphosis 
of  civil  servants  into  market-driven 
salespeople  has  only  just  begun.  And 
as  looming  price  \vai"s  thi-eaten  income, 
Bon  will  have  to  double  his  efforts  to 
develop  innovative  new  services  with 
higher  mai-gins  to  replace  lost  revenues. 
Mai'ket  researcher  Dataquest  Ltd.  pre- 
dicts that  France  Telecom  will  see  its 
international  phone  revenues  decline  in 
1997  and  possibly  1998,  and  that  do- 
mestic long-distance  revenues  will  de- 
cline for  several  yeai's. 
SLOW  RESPONSE?  And  although  Fi-ance 
Telecom  is  considered  one  of  Europe's 
more  nimble  monopolies,  it  will  begin 
its  coi-porate  life  saddled  with  some  $16 
billion  in  debt  and  with  95%  of  its  em- 
ployees civil  servants  who  cannot  be 
fii-ed.  That  will  make  it  tough  to  re- 
spond to  rapid  evolution  of  the  telecom 
and  Internet  mai-kets  and  the  appear- 
ance of  new  rivals.  "France  Telecom  is 
good  at  planning,"  warns  one  French 
consultant.  "But  it  doesn't  have  the 
habit  of  rapidly  adapting  to  changes  in 
the  market." 

While  Fi-anee  Telecom  built  Eiu-ope's 
first  folly  digital  network,  it  lagged  in 
developing  even  the  most  obvious  ser- 
vices, such  as  call  forwarding  and  caller 
identification.  Now,  Bon  has  launched  a 
flurry  of  new  sei^vices,  including  voice 
mail.  But  France  Telecom  needs  to  do 
more,  especially  in  developing  Internet- 
based  services. 

No  one  knows  that  better  than  Bon, 
who  has  created  joint  research  and  de- 
velopment and  sales  teams.  His  goal  is 
to  shift  15,000  technical  employees  into 
commercial  jobs.  Already,  13,000  have 
changed  hats.  "The  problem  we  have  is 
getting  the  right  person  in  the  right 
place,"  he  admits. 

After  1998,  Bon  aims  to  set  up  rival 
carriers  thi-oughout  Europe.  Elsewhere, 
France  Telecom  already  operates  10 
mobile  phone  services  in  countries  from 
China  and  India  to  Poland  and  Ar- 
gentina. But  market  experts  say  that 
France  Telecom's  international  strategy 
is  a  weak  link.  While  Bon  races  to  re- 
structure at  home,  he  is  missing  oppor- 
tunities abroad  as  nimble  competitors 
such  as  British  Telecommunications 
snap  them  up.  "In  international,  France 
Telecom  has  some  catching  up  to  do," 
says  Helen  Pickance,  telecom  analyst 
at  Dataquest.  No  one  was  betting 
a  year  ago  that  Bon  would  get  this 
far.  But  he  still  has  half  a  marathon 
to  run. 

By  Gail  Edmondson  in  Paris 


EUROPE 


EH  GARDE, 

TRANSATLANTIC  CALLERS 

A  French  tax  on  "callback"  services  draws  howls  of  outrage 


Stephen  Berkovritz  won't  be  calling 
his  parents  in  New  York  as  often. 
The  Paris  resident  had  been  using 
a  U.  S.-based  callback  service  instead 
of  France  Telecom  long  distance.  Berko- 
witz  would  dial  his  folks,  hang  up  after 
one  ring,  and  the  service  would  call 
back  with  a  U.  S.  dial  tone  and  charge 
U.  S.  rates,  about  half  of  France's.  Be- 
ginning this  month,  however,  the 
French  government  plans  to  impose  a 
20.6%  value-added  tax  on  such  services. 
And  although  a 


five-minute 
transatlantic 
callback  call 
now  will  cost 
Berkowitz  $2.43, 
vs.  $4.20  using 
France  Telecom, 
he  is  angry. 
"Europe's  con- 
sumers are  being 
abused,"  he  says.  /, 

With  the  VAT, 
the  French  are 
trying  to  raise 
badly  needed 
revenue  and  pro- 
tect their  state- 
owned     phone  , 
monopoly  before 
Europewide  tele- 
com deregulation 
kicks  in  next  year.  The 
tax   will   also   support  'PJ^^g  IS  3i 

struggling  Internet  pro- 

viders.  But  critics  fear  it  last-dltch  effOlt 

will  spawn  a  black  mar- 

ket  in  phone  services  and       proteCt  StatC 

require  Big  Brother  en-  ^ 

S;ed'«"S.por..  monopolies 

Despite  the  risks,  other  nrinT' 
European  governments  " 
back  the  tax  initiative. 
Germany  plans  to  impose 
its  15%  VAT  on  foreign 
callback  services.  On  Jan.  22,  the 
European  Commission  is  expected 
to  propose  legislation  that  would  let 
its  15  members  follow  suit.  Since  cus- 
tomers who  use  European  operators 
already  pay  a  VAT  averaging  20%, 
explains  an  EC  official,  "we  are  just 
creating  a  level  playing  field."  France 
alone  could  take  in  an  estimated 
$40  million  annually  from  the  new 
tax. 


Pioneered  by  small  startups  in  the 
early  '90s,  callback  has  gone  main- 
stream. Even  giant  at&t  has  launched 
the  service.  Callback  has  made  such 
inroads  in  Asia  that  several  countries, 
including  Singapore,  have  banned  it. 
Total  revenues  are  hard  to  gauge  be- 
cause most  players  are  private,  but  C. 
Holland  Taylor,  president  of  usa  Glob- 
al Link,  based  in  Fairfield,  Iowa,  says 
his  sales  rose  to  $240  million  in  1996 
from  $94  million  in  1994. 

Collecting  the 


deregulation 


tax  will  be 
tricky.  Some 
callback  opera- 
tors say  they 
will  add  it  to 
customers'  bills, 
but  it's  not  clear 
how  the  French 
will  go  after 
others.  Telecom- 
munications 
Minister 
Francois  Fillon 
says  that  "pay- 
ment of  VAT  wiU 
be  based  on  a 
voluntary  decla- 
ration." Other- 
wise, Eui'opean 
officials  may 
need  to  check 
records  surreptitiously. 

The  new  rules  could 
also  create  a  black  mar- 
ket. Predicts  David  Clii- 
jner,  a  lawyer  at  Weil, 
Gotshal   &   Manges  in 
Brussels:  "You  could  see 
providers  moving  offshore 
to  Caribbean  islands,  do- 
ing business  for  a  few 
months,  then  moving  a 
couple  of  hundred  yards 
down  the  road — all  to 
avoid  the  vat." 
Ultimately,  the  tax  is  just  buying 
Europe's  telecom  behemoths  a  little 
time  before  open  competition  hits. 
Deregulation  will  quickly  bring  down 
the  exorbitant  costs  of  telephoning  in 
Europe.  But  in  the  meantime,  Europe's 
fiscally  strapped  governments  proba- 
bly will  squeeze  the  consumer  even 
harder. 

By  William  Echikson  in  Brussels, 
with  Marsha  Johnston  in  Paris 
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European  Business 


POSTER  BLITZ: 

A  $22  million 
ad  campaign? 


BRITAIN 


JIMMY 

THE  SPOILER? 

Goldsmith  may  weaken  the  Tories  and  tip  the  balance  to  Labor 


On  Jan.  12,  a  few  dozen  followers  of 
legendary  corporate  raider  Sir 
James  M.  Goldsmith  gathered  on 
a  windswept  London  sidewalk.  Someone 
pulled  the  drapes  from  a  huge  billboard 
that  needled  Britain's  Prime  Minister: 
"Why  can't  we  have  a  proper  referen- 
dum on  Europe,  Mr.  Major?"  A  cheer 
went  up  from  the  crowd.  With  that, 
the  Referendum  Party's  general  elec- 
tion campaign  against  the  British  Es- 
tabUshment  got  under  way. 

The  lanky  Jimmy  Goldsmith  wasn't 
standing  out  in  the  cold  that  Satui'day 
afternoon,  but  the  2-year-old  Referen- 
dum Party  reflects  his  own  vision.  He 
founded  the  party  for  the  explicit  pur- 
pose of  demanding  a  comprehensive  ref- 
erendum on  Britain's  role  in  Europe. 
Goldsmith,  63,  is  using  his  hefty  per- 
sonal banki-oll,  said  to  be  in  the  billion- 
dollar  range,  to  get  out  his  message: 
Bi-ussels  bui-eaucrats  ai'e  stealing  British 
sovereignty,  and  British  politicians  don't 
have  the  backbone  to  stop  them.  Gold- 
smith says  he  will  dissolve  the  party 
once  a  referendum  has  been  held. 
SHAKING  THINGS  UP.  While  Goldsmith 
is  unlikely  to  score  well  in  the  general 
election,  which  must  be  held  no  later 
than  May,  he  is  shaking  up  the  clubby 
world  of  British  politics.  By  fueling 


British  resentment  of  the  European 
Union,  he  is  making  it  difficult  for 
either  John  Major's  Conservative  Party 
or  the  Labor  Party  opposition  to  back 
British  participation  in  the  European 
monetary  union  scheduled  for  1999. 

Goldsmith,  who 
has  pledged  $38 
million,  is  intro- 
ducing money  as 
a  political  weapon, 
just  as  Ross  Perot 
did  in  the  U.S. 
in  1992. 

The  recently 

EUROSKEPTIC: 

The  message  of 
Goldsmith's  party:  The  EU  will 
steal  Britain's  sovereignty  and 
lead  to  German  domination 


unveiled  billboards  are  part  of  a 
reported  $22  million  advertising 
blitz.  In  British  politics,  that's  big 
money.  Leaked  documents  supplied  by 
the  Labor  Party  show  the  Conserva- 
tives intend  to  spend  $17  million.  Ste- 


fano  Hatfield,  editor  of 
London's  Campaign 
magazine,  doubts  that 
Labor  will  spend  more 
than  about  $8.5  miUion. 

What  is  Goldsmith  going  to  get  for 
his  money?  Not  much  in  traditional 
terms.  Simon  N.  Braunholtz,  political 
research  director  of  pollsters  mori,  es- 
timates that  Referendum  will  score  up 
to  2%  of  the  vote.  The  party  probably 
won't  vdn  any  parhamentary  seats,  he 
says,  not  even  in  the  London  suburb 
of  Putney,  where  Goldsmith  is  running. 

But  winning  seats  may  not  be  Gold- 
smith's goal.  He  seems  to  be  interested 
in  playing  a  spoiler's  role  by  stoking 
the  Tory  backbench  rebelhon  against 
Major  over  Europe.  Goldsmith's  main 
threat  for  the  Tories  is  that  he  might 
win  enough  votes  to  cost  them  close 
races,  tipping  the  balance  toward  Labor 
Referendum  plans  to  challenge  any  MP 
who  doesn't  support  a  referendum  on 
Britain's  role  in  Europe. 
RUBBER  STAMPS.  Goldsmith's  attacks 
have  the  Tories  worried.  To  neutralize 
the  billionaire.  Major  promised  last 
year  to  hold  a  referendum  if  the  gov- 
ernment decides  to  join  the  European 
currency  union.  Labor  also  says  it 
will  hold  such  a  vote.  But  the  Refer- 
endum Party  argues  that  these 
votes  would  be  mere  rubber  stamps  of 
official  policy.  Recently,  the  party's  at- 
tacks on  Major  have  become  more  per- 
sonal. One  newspaper  ad  derided  him 
as  "impotent." 

This  is  just  one  example  of  a  rough, 
even  ugly  side  to  Goldsmith's  politics. 
Goldsmith  also  tends  to  indulge  in 
knee-jerk  anti-Germanism.  The  EU,  he 
wai-ns,  is  a  disguised  plan  for  German 
dominance  of  Em-ope.  French  civil  ser- 
vants, he  said  in  a  speech  last  fall, 
"are  ai-rogant  enough  to  believe  that 
by  collaborating  \vith  Germany  they 
will  become  co-masters  of  Europe. 
They  are  just  being  used." 

Such  talk  may  ap- 
peal to  some  Britons 
but  probably  de- 
tracts from  Gold- 
smith's overall  credi- 
bility. Of  coui-se,  the 
real  test  \vill  be  the 
election.  If  Referen- 
dum flops.  Goldsmith 
risks  being  dismissed 
as  a  rich  paper  tiger. 
But  if  he  does  better  than  expected, 
he  could  become  a  more  serious  poHtical 
figure,  i-ather  than  a  shghtly  eccentric 
one  with  money. 

By  Stanley  Reed,  with  Heidi 
Daivley,  in  London 
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RUSSIA 
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RUSSIAN  ADVERTISING: 
IT'S  NEW  AND  IMPROVED 

Local  shops  are  gaining  in  the  battle  for  clients 


When  Bruce  Macdonald  went  to 
Moscow  in  1989  to  set  up  an  of- 
fice for  BBDO  Worldwide  Inc.,  ad- 
vertising was  in  its  infancy  in  Russia. 
Western  companies  were  just  beginning 
to  adapt  their  ads  for  the  Russian  audi- 
ence, while  local  companies  hardly  ad- 
vertised at  all.  Now,  advertising  is  a 
billion-dollar  business  in  Russia,  and  lo- 
cal agencies  are  fighting  fiercely  for  mar- 
ket share  with  the  likes  of  BBDO.  In- 
deed, Macdonald  himself  recently  quit 
the  U.  S.  agency  to  join  its  leading 
Russian  competitor,  Premier  sv,  as  a 
consultant.  "I  sniffed  the  air  and  sensed 
the  tide  turning,"  he  says. 

As  consumer  spending  has  boomed 
over  the  past  few  years,  Russian  ad 
agencies  have  hustled  to  catch  up  vsdth 
their  powerful  Western  rivals.  They 
have  upgraded  their  technology,  adopted 
Western  market  research  techniques, 
poached  talent  from  their  competitors, 
and  sometimes  sold  cheap  to  attract 
clients.  Three  local  companies  now  rank 
among  the  top  five  in  Russia.  "We've 
come  a  long  way,"  says  Vladimir 
Evstafiev,  president  of  the  Russian  As- 
sociation of  Advertising  Agencies  and 
director  of  Maksima,  the  fifth-largest  ad 
agency,  whose  clients  include  Panasonic, 
DHL  Worldwide  Express,  and  Pfizer. 
"CREATIVE."  Local  agencies  are  trying  to 
cash  in  on  a  growing  anti-Western  mood 
among  Russians.  Many  resent  recycled 
Western  ads  with  Russian  voice-overs 
or  subtitles.  "The  Marlboro  Man  has 
nothing  to  do  with  Russia.  Why  should 
we  respond  to  it?" 
snaps  novelist  Vic- 
tor Pelevin.  By  con- 
trast, Russian  agen- 
cies come  up  with 
dark  or  humorous 
ads  that  appeal  to 
native  sensibihties. 
And  they  promise 
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WHITE 
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HOW  RUSSIAN  AD  AGENCIES 
ARE  CATCHING  UP 

APPEAL  TO  LOCAL  TASTES  Use 

old  Soviet  jokes,  Russian  proverbs, 
and  other  Russian  themes  to 
create  ads  that  are  more  relevant 


have  spurred  some 
Western  companies  to 
switch  to  Russian 
agencies.  Volvo  can- 
celed its  contract 
with  U.  S.  agency 
Friedmann  &  Rose 
Inc.  last  summer  and 
signed  with  Maksima. 
Siemens  and  Sam- 
sung Group  have  also 
timied  to  local  agen- 
cies, citing  their 
grasp  of  the  elusive 
"Russian  soul." 

But  more  conserv- 
ative companies,  such 
as  Mars  Inc.  and 
Procter  &  Gamble 
Co.,  have  been  reluc- 
tant to  abandon  ex- 
perienced Western 
agencies.  "We  prefer 
to  stick  with  our  in- 
ternational partners; 
they're  more  reli- 
able," says  Mars's 
Moscow  corporate-affau's  director, 
Alexander  Shalnif.  Some  Westerners 
complain  that  Russian  ad  agencies  are 
lax  about  deadlines.  Others  worry  about 
corruption  and  possible  mafia  infiltration 
of  the  industry.  Both  Russian  and  West- 
em  clients  were  rattled  by  the  murder 
of  journalist  Vladislav  Listyev  in  March, 
1995,  after  his  appointment  to  the  top 
slot  at  ORT  state  television,  where  he 
vowed  to  end  suspected  corruption. 
— The  battle  for 
market  share  has 
been  toughest  in  TV. 
In  the  early  1990s, 
foreign  and  Russian 
agencies  launched  a 
vicious  battle  to  con- 
trol sales  of  ad  time 
on  Russia's  six  main 


clients  better  place-    than  recycle_d_ Western  ads   tv  stations.  The  two 


ment  than  Western 
rivals  can  provide. 
Says  Victoria  Pavlo- 
va, public-relations 
manager  for  Volvo 
in  Moscow:  "Rus- 
sians are  more  cre- 
ative and  have  bet- 
ter connections  with 
local  media." 

Such  advantages 


BETTER  PLACEMENT  Use  close 
ties  to  the  Kremlin  and  Russian 
TV  stations  to  control  airtime 
and  secure  better  placement 


for  clients    market.  Besides 


BUYING  BUSINESS  Cut  fees  by 
as  much  as  20%  to  woo  Western 
customers 

DATA:  BUSINESSWEEK 


BIG  GAME:  Advertising  in  Russia  is  a  $1  billion  business 


rights  to  sell  airtime  for  cash-strapped 
channels.  The  two  agencies  are  also  tight 
with  the  Ki-emlin  ehte,  having  master- 
minded President  Boris  N.  Yeltsin's  re- 
election campaign  last  summer. 

To  regain  some  of  their  lost  market 
share.  Western  agencies  such  as  Young 
&  Rubicam  Inc.  and  dmb&b  ai-e  fighting 
back,  dmb&b's  Moscow  operation  is  now 
headed  by  a  Russian,  Sergey  Koptev, 
who  was  trained  in  the  agency's  London 
office.  Young  &  Rubicam  has  replaced 
80%  of  its  Western  staff  with  Russians. 
The  Westerners  are  also  working  hard 
at  wooing  blue-chip  Russian  cHents. 
dmb&b,  for  example,  recently  wi-estled 
the  account  of  a  unit  of  Alfa  Group,  a  fi- 
nancial-industrial conglomerate,  from 
Video  International. 

These  moves  may  be  enough  to  keep 
Western  companies  in  the  business.  But 
the  industry  will  likely  take  on  an  in- 
creasingly Russian  accent  as  the  com- 
petition between  local  and  Western 
agencies  intensifies.  The  stakes  ai-e  Wgh. 
If  Russia's  economy  begins  to  gi'ow  next 
year  or  in  1998,  some  industiy  som-ces 
thinl?  Russian  advertising  could  explode 
into  a  .$3  billion  business  by  eai-ly  next 
centuiy.  By  then,  Russian  agencies  may 
be  opening  offices  on  Madison  Avenue. 
By  Vijai  Maheshwari  in  Moscow 


biggest  Russian 
agencies.  Premier 
and  Video  Interna- 
tional, now  control 
90%  of  the  $500  mil- 


cozying  up  to  TV 
bosses,  media  ana- 
lysts say,  the  agen- 
cies were  the  first 
to  receive  exclusive 
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International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


THE  RED  STAR  OF  CHINA'S 
ECONOMIC  CZAR  IS  RISING 


Chinese  state-company  managers  Hstened  glum-faced  as 
Vice-Pi-emier  Zhu  Rongji  lambasted  them  on  tv  recent- 
ly. The  6S-yeai-old  economic  czar  bluntly  told  them  they 
needed  to  slash  bloated  workforces,  manage  more  effectively, 
and  di-um  up  profitable  new  products.  It  was  classic  Zhu.  "In 
a  meeting,"  says  a  Beijing  economist,  "Zhu  blames  everyone." 

Zhu's  abrasive  style  hasn't  earned  him  many  friends.  But 
the  results  he  is  achieving  are  suddenly  making  him  a  hot 
contender  to  replace  Pi-emier  Li  Peng,  who  is  due  to  step 
down  in  1998.  Financial  and  tax  reforms  promoted  by  Zhu  are 
helping  China  to  manage  the  economy  better  and  avoid  the 
debilitating  boom-or-bust  cycles  that 
dogged  it  in  recent  years.  Annual 
growth  is  now  a  more  sustainable  9.7% 
rather  than  the  sizzling  13%  of  1993. 
And  inflation  has  tumbled  to  single 
digits  from  a  peak  of  nearly  22%  in 
1994,  while  central  government  tax 
revenues  have  soared  to  record  lev- 
els. Zhu,  says  conservative  economist 
Hu  Angang  of  the  Chinese  Academy 
of  Sciences,  "is  the  best  candidate." 

Zhu,  fluent  in  EngMsh,  would  help 
create  warmer  ties  with  the  U.  S.  Un- 
like Li  Peng,  Zhu  is  not  tainted  by 

involvement  in  the  Tiananmen  mas-   

sacre.  As  mayor  of  Shanghai  at  the  time,  he  avoided  violent 
reprisals  against  protesters.  His  direct  style  appeals  to  for- 
eigners. "[They]  feel  he's  someone  they  can  do  business 
with,"  says  a  Western  diplomat. 

STRONG  ARM.  His  position  is  improving  as  reforms  take  hold, 
but  Zhu  has  powerful  detractors.  Anticipating  the  fall  Com- 
munist Party  Congress,  some  observers  say.  President  Jiang 
Zemin  is  opposing  the  energetic  Zhu  because  he  doesn't  want 
to  be  upstaged  on  the  global  scene.  Jiang  would  prefer  Vice- 
Premier  Wu  Bangguo,  56.  And  the  outgoing  Li  Peng  favors 
Vice-Premier  Li  Lanqing,  who  is  in  charge  of  foreign  trade. 


ZHU  RONGJI:  The  next  premier 


Zhu's  detractors  dismiss  his  reputation  as  a  reformer,  see- 
ing him  as  a  heavy-handed  central  planner.  Too  often,  say  lo- 
cal critics,  Zhu  resorts  to  strong-arm  methods  such  as  chok- 
ing off  funding  from  state  agencies  and  banks  rather  than 
letting  the  market  take  its  course. 

AH  the  same,  Zhu,  who  was  long  regai-ded  as  a  leader  with- 
out a  power  base,  is  gaining  a  soHd  backing  among  con- 
stituencies ranging  from  conservative  party  elders  to  tech- 
nocrats. The  elders,  though  no  longer  in  official  posts,  have  clout 
in  key  appointments  because  of  their  revolutionary  creden- 
tials. Many  favor  Zhu,  says  one  analyst,  because  "they  want  to 
maintain  the  monopoly  power  of  the 
[Commimist]  Party,  and  to  do  that  they 
need  healthy  economic  gi'owth." 

Technocrats  like  his  reforms,  too. 
Although  Zhu  stopped  short  of  forcing 
deadbeat  state  companies  into  bank- 
ruptcy, for  fear  of  social  unrest,  he  is 
trying  to  wean  state  companies  off 
cheap  loans.  Zhu  also  forbade  banks  to 
make  high-risk  loans  in  the  property 
and  stock  mai'kets.  "For  the  fh-st  time, 
someone  said  'no'  to  the  demand  fi-om 
state  enterprises  for  cheap  credit," 
says  Shan  Li,  Goldman,  Sachs  &  Co. 

  executive  director  in  Hong  Kong. 

Zhu  has  also  nursed  China's  foreign-exchange  reserves  to 
more  than  $100  billion  in  1996,  even  as  its  renminbi  cuiTency 
strengthened  against  the  U.S.  dollar  "His  contribution  is 
Kke  [Alexander]  Hamilton's  in  the  U.  S.,"  says  the  Academy  of 
Science's  Hu.  "What  he  has  done  is  lay  the  infrastracture  for 
a  modem  economy." 

If  Zhu  succeeds  in  becoming  Premier,  it  will  be  lai-gely  on 
merit.  His  achievements  are  impressive,  but  the  big  question 
is  whether  they  vnll  win  over  enough  of  Ms  many  critics. 

By  Joyce  Bamathan  in  Hong  Kong  and  Dexter  Roheiis  in 
Beijing 


GLOBAL  WRAPUP 


THE  PRICE  OF  HEBRON  PEACE 

►  Making  the  Middle  East  peace 
process  work — following  the  Jan.  15 
deal  cut  between  Israeli  Prime  Minis- 
ter Benjamin  Netanyahu  and  Pales- 
tinian leader  Yassir  Arafat — will 
require  a  major  effort  by  the  Clinton 
Administration.  Under  the  1995  Oslo 
II  agreements,  Washington  acted 
mainly  as  mediator.  But  the  U.  S.  has 
pledged  to  be  a  full  guarantor  of  key 
parts  of  the  Hebron  accord,  which 
could  carry  a  steep  price. 

Netanyahu  and  Arafat  will  each  vis- 


it Washington  soon.  Both  will  expect  a 
generous  payoff.  The  U.  S.  has  already 
agreed  to  rebuild  Hebron's  Street  of 
Martyrs.  But  the  U.  S.  has  made  other 
promises  set  out  in  confidential  notes 
attached  to  the  accord.  Special  Envoy 
Dennis  B.  Ross  calls  them  a 
"roadmap"  for  the  region's  future. 

Because  the  Hebron  accord  would 
have  been  impossible  without  U.  S. 
guarantees,  the  precedent  has  been  set 
for  an  active  American  role  in  broker- 
ing a  deal  between  Israel  and  its  hai'd- 
line  neighbor  Syria.  That  could  set  the 
stage  for  friction  between  the  White 


House  and  Congi-ess,  especially  if  U.  S. 
troops  are  requu-ed  as  peacekeepers. 

Netanyahu  and  Ai-afat  both  emerge 
much  stronger.  The  Israeli  leader  may 
not  be  able  to  win  over  hard-iiglit 
members  of  liis  cabinet,  but  signing  off 
on  Hebron  signifies  a  sliift  to  the  cen- 
ter. In  Israel's  new  system  of  direct 
elections  for  Prime  Minister,  that  could 
be  crucial  to  Netanyahu's  reelection 
bid  in  2000.  And  Ai-afat's  sophisticated 
negotiating  will  boost  his  domestic 
popularity.  It's  now  the  U.  S.  that 
could  be  in  for  a  tough  time. 

By  John  Rossant  in  Jeiiisalem 
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You  can  see  it  in  the  faces  of  cUspirited  traders  streaming 
out  of  the  Tokyo  Stock  Exchange  or  sense  it  in  the 
mood  of  homebound  commuters  transfixed  by  the  neon- 
lit  mai-ket  nmnbers  fiasliing  on  a  giant  electronic  display 
at  the  Tbkyo  central  train  station.  After  seven  straight  years 
of  distress",  the  Nikkei  stock  average  is  melting  down  agam. 

What  started  as  a  modest  decline  last  fall  (chart)  and  ac- 
celerated in  recent  weeks  has  cast  a  pall  over  Kabuto-cho, 
Tokyo's  Wall  Street.  The  Nikkei  has  tumbled  20%  from 
its  i996  high,  extending  a  bear  market  that  has  eliminated 
$2  trillion  worth  of  value  from  the  Tokyo  Stock  Exchange's 
blue  cliips  since  theii-  1989  peak.  With  the  Nildtei  now  down 

50%  from  its 
record  high 
and  with 
some  pundits 
predicting  it 

may  have  an  additional  25%  or  more  to  fall,  "we  haven't  seen 
the  worst  day  yet,"  figiu-es  Toshimitsu  Aonuma,  a  trader  vidth 
Okasan  Securities  Co. 

Ti-aders  mouthed  the  same  grim  sentiments  when  the 
mai-ket  lost  its  footing  back  in  1992  and  1995,  only  to  see 
stock  prices  recover  some  gi-ound.  But  this  rout  feels  differ- 
ent. To  many  obsei-vers  in  and  out  of  Japan,  the  market  is 
sending  a  powei-ful  message  that  the  global  economy  is  finally 
closing  in  on  the  country's  protected,  overregulated  domestic 
economy.  Tlie  decline  is  now  provoking  a  serious  rethinking  of 
how  far  Japan  should  experiment  with  liberalization  and 
edge  closer  to  a  profound  transformation  that  will  get  its 
economy  moving  again  after  five  straight  years  of  fits  and 
stai-ts  (charts,  page  33). 

What  has  set  the  rethinking  in  action  is  the  emergence  of 
the  two-tier  economy  (tables).  Look  close- 
At'the'sony^"'  Nikkei's  latest  sell-off,  and  you'll 

STORE  IN  NEW  see  a  reordeiing  of  Japan's  $5  trillion  econ- 
YORK  CITY  omy  into  divergent  camps — cosseted,  un- 


MAIN  INDUSTRIES  All  the  top  multinationals  with  sales  and 
operations  expanding  globally.  Includes  Toyota,  NEC, 
Toshiba,  Sony.  They  benefit  from  a  weak  yen. 

COSTS  Getting  lower,  thanks  to  new  low-cost  plants  in 
U.S.,  Latin  America,  Europe,  and  East  Asia. 

STOCK  PRICES  The  top  performers  in  the  Nikkei, 
especially  auto  and  technology  issues. 

FINANCES  Healthy.  The  best  multinationals  have  billions  in 
cash  and  can  raise  money  worldwide  at  favorable  rates. 

COMPETITIVENESS  Strong,  thanks  to  exposure  to  rivals  in 
overseas  markets. 
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competitive  domestic  industries  vs.  a  core  of  highly  competi- 
tive multinationals. 

Behind  both  lie  thousands  of  midsize  and  small  businesses 
that  depend  on  the  health  of  large  companies  for  theii-  liveli- 
hood. These  second-tier  businesses,  along  with  huge  protect- 
ed industries,  employ  about  70%  of  Japan's  private  work- 
force. As  nameplate  companies  like  Toyota  and  Toshiba 
accelerate  the  sliift  of  their  business  to  Asia  and  America, 
many  of  their  suppliers  are  being  left  out  in  the  cold.  At  the 
same  time,  thousands  of  service-company  employees  who 
work  for  big  regulated  industries  may  now  also  see  their  fu- 
ture threatened.  It's  the  early  stage  of  what  could  be  a  long 
and  painful  struggle  to  bring  protected  domestic  industries  up 
to  world  standai'ds  of  efficiency.  "Japan  cannot  develop  fui-ther 
if  it  ^oes  not  become  the  world's  economic  front-runner," 
says' Nikko  Research  Center  Ltd.  Chairman  Masao  Yokomizo. 

Over  time,  this  quest  to  remain  ahead  of  the  global  pack 
will  force  Japan  to  refashion  its  vaunted  system  of  close  mu- 
tual dependence  among  government,  industry,  and  all  classes 
of  workers.  And  it  wdll  have  to  promote  deregulation  and  ad- 
ministrative reforms  to  lessen  the  intrusion  of  the  government 
into  Japan's  daily  economic  life. 

LEAN  AND  MEAN.  This  will  mean  sweeping  change — and  that 
reaUzation  is  shaking  up  the  stock  mai-ket.  Led  by  banks 
groaning  under  $260  billion  in  bad  debts,  companies  in  pro- 
tected sectors  have  seen  their  shai-es  tumble  some  10%  since 
the  start  of  the  year.  Some  companies'  shares  are  now  trad- 
ing at  a  small  fraction  of  their  highs  at  the  Tokyo  mai-ket's 
peak  in  1989.  Since  two-thii'ds  of  the  market  is  controlled  by 
large  companies  investing  in  each  other,  the  message  is  dou- 
bly clear.  Corporate  Japan  is  turning  on  itself,  with  the 
strong  dumping  the  weak. 

While  the  domestic  companies  suffer,  ^^^Jf^Q  q^jj 
Japan's  world-class  multinationals  have  qry:  selling 
stormed  back  since  1995's  soaring  yen  washers  IN 
forced  executives  from  Tokyo  to  Osaka  TOKYO 
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MAIN  INDUSTRIES  Those  rooted  in  the  domestic  economy, 
especially  banks,  property,  construction,  retailing,  and 
local  manufacturing. 

COSTS  Too  high,  because  of  overregulation,  protected 

markets,  rich  prices  of  imported  goods,  and  lofty  wages. 

STOCK  PRICES  Under  pressure  from  threat  of  deregulation, 

problem  loans,  low  consumer  confidence. 

FINANCES  A  problem,  since  banks  are  not  lending  and 

business  failures  are  increasing. 

COMPETITIVENESS  Weak.  Reliant  on  trade  barriers  that  are 

slowly  dropping. 
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to  slash  costs  and  expand  abroad.  Investors  certainly  I'ecog- 
nize  tlus:  Even  after  the  Nildcei's  big  drop  as  January  began, 
many  multinationals  still  are  trading  near  record  highs.  In- 
deed, these  global  companies  have  reemerged  lean  and  in- 
sulated against  the 
next  round  of  gyra- 
tions on  the  world's 
currency  markets. 
Thanks  to  $515  billion  worth  of  investment  since  1970  in 
production,  reseai-ch,  and  mai-keting  outside  Japan,  the  multi- 
nationals have  moved  closer  to  then-  customers  and  become 
less  dependent  on  e.xports  than  ever.  But  they  ai-e  not  content 
with  that.  With  precious  few  investment  opportunities 
inside  Japan's  slow-gi'owth  economy,  auto  makers  and  high- 
tech manufactiu'ers  ai-e  embai'ldng  on  another  round  of  glob- 
al diversification. 

After  ch-opping  off  in  the  first  half  of  the  1990s,  Japan's 
overseas  business  investment  is  expected  to  jump  20%  an- 
nually tlii'ough  the  end  of  the  decade,  analysts  say,  until  it  ap- 
proaches the  $70  billion-a-year  record  of  1989.  "We  have  no 
other  choice  but  to  globalize  and  mai'ket  worldwide,"  says 
Toshiba  President  Taizo  Nishimui-o. 

BUDGCr  BUSTERS.  Many  of  these  companies  will  benefit  might- 
ily if  Pi-ime  IVIinister  Ryutai-o  Hashimoto's  plans  to  deregiilate 
big  parts  of  the  economy  become  reality.  Indeed,  the  market's 
collapse  comes  as  Hashimoto  is  entering  the  most  tiying  pe- 
riod of  liis  meteoric  political  cai-eer  (page  35).  His  margin  of  er- 
ror is  i-azor-thin.  Since  1992,  Japan  has  pumped  out  $560  billion 
worth  of  emergency  spending  packages  and  billions  more  into 


Ministry  of  Finance-led  "price-keeping  operations"  to  prop 
up  stocks.  The  spending  pulled  the  equity  market  back  from 
the  brink  several  times  and  built  plenty  of  concert  halls  in 
farm  communities  and  fishing  ports  along  Japan's  coastline. 
However,  all  the  cash  did  precious  little  for  the  overall  econ- 
omy, wliich  averaged  gi-owth  rates  just  above  1%  fi-om  1992  to 
1995.  The  measures  also  turned  budget  surpluses  into  deficits 
of  Italian  proportions. 

Now,  everybody  is  wondering  how  far  Hashimoto  will 
go — and  whether  his  shakeup  will  push  Japan  back  into  a  re- 
cession. "The  argument  is  no  longer  about  direction  but 
speed,"  says  Ian  Burden,  Asian  portfolio  chief  at  hsbc  Asset 
Management  Asia  Pacific  Ltd. 

To  bring  Japan's  finances  back  into  line,  Hashimoto  is 
proposing  flat  government  spending — albeit  with  a  fair  num- 
ber of  pork-ban-el  constiiiction  projects  for  political  allies.  But 
he  also  wants  to  hike  the  national  sales  tax  fi-om  3%  to  5% 
and  repeal  an  income-tax  break  enacted  in  1995.  On  top  of  a 
coming  increase  in  social  secmity  payments,  the  moves  will 
hold  GDP  gi-ovv1;h  to  0.7%  in  the  fiscal  year  ending  in  March, 
1998,  estimates  Salomon  Brothers  Inc.  economist  Robert 
Alan  Feldman. 

If  the  stagnant  economy  actual- 
ly goes  into  recession  and  the 
stock  market  continues  to  plunge, 
Hashimoto  will  face  pressures  to 
ease  up  on  his  fiscal  refoims,  soft- 
pedal  deregulation,  push  down  the 
yen,  and  sanction  another  price- 
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keeping  operation  to  bolster  equities  and 
the  economy. 

Many  observers  doubt  that's  the  case, 
however.  Hashimoto  may  moderate  some 
of  his  austerity  plan  if  the  economy  goes 
into  shock.  But  right  now,  he  is  resisting 
widespread  calls  to  revive  the  moribund 
property  mai'ket  by  easing  capital-gains 
taxes  on  some  real  estate  transactions. 
And  Ministry  of  Finance  insiders  suggest 
that  high-level  bm-eauci-ats  have  reached  a 
quiet  consensus  that  they  must  start  tin- 
keiing  with  the  Japanese  economic  model 
to  ensure  the  country's  future  success. 
Indeed,  officials  believe  there  is  no  tmning 
back.  Biu'eaucrats  now  concede  their  re- 
cent efforts  to  spur  the  economy  and 
stock  mai'ket  lack  ci'edibility  in  the  outside 
w^orld.  Theii-  fear  is  that  traders  will  view 
any  new  pump-priming  moves  with  even 
gi-eater  disdain,  sell  stocks  with  abandon, 
and  leave  the  country  in  an  even  worse 
pickle  than  before. 

Hashimoto  and  the  bureaucrats  have 
any  number  of  reasons  to  want  to  avoid 
this  fate.  Chief  among  them  is  the  ui-gent 
need  to  improve  the  productivity  of  do- 
mestic industry  as  a  way  to  improve 
Japan's  growth  prospects.  With  a  loom- 
ing demographic  bomb- 
shell, Japan  must  renew 
its  domestic  sector  as  it 
starts  to  divert  greater 
portions  of  its  economic 
output  to  social  security 
and  medical  payments.  By 
the  yeai'  2025,  one  out  of 
foirr  Japanese  will  be  over 
65,  neai'ly  double  the  pro- 
portion today.  And  Sa- 
lomon figures  that  sup- 
porting the  seniors'  needs 
will  eat  up  a  shocking  26%  of  gdp. 

In  some  ways,  Japan's  domestic  economy  is 
finally  feeling  the  global  shock  waves  that 
have  disrapted  other  industrial  societies.  In- 
deed, in  the  new  two-tiered  economy,  30%  of 
Japan's  workers  are  lucky  enough  to  be 
hitched  to  the  global  corporate  winners.  But 
the  losers  are  far  more  numerous.  They  in- 
clude tiny  low-tech  suppliers  that  just  can't 
compete  and  the  bigger  domestic  companies 
that  have  lived  under  state  protection — in- 
dustries ranging  fi'om  airlines  to  insurance. 
JITTERS.  As  the  ranks  of  losers  grow,  opinion 
surveys  now  show  ordinary  Japanese  are 
deeply  anxious,  wonied  about  their  jobs,  and 
yearning  for  change.  Unofficial  unemployment 
is  at  least  twice  as  high  as  the  official  3% 
rate,  and  millions  more  are  underemployed 
in  going-nowhere  jobs.  Polls  also  show  a  ch'a- 
matic  loss  of  faith  in  Japan's  social  compact  as 
mandarins  at  the  MOF  and  the  Ministry  of  In- 
ternational Trade  &  Industry  have  proven 
unable  to  manage  the  economy  to  ever  high- 
er levels  of  prosperity.  "There  needs  to  be 
deregulation  of  the  economy,"  says  Hiro.shi 
Ono,  a  60-year-old  manager  with  Tsukasa 
Sangyo,  a  small  steel  wholesaler.  "People 
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can't  live  the  same  as  they  have  before." 

To  be  siu-e,  Japan  is  vei-y  rich.  It  has  an 
impressive  $10.3  trillion  in  household  savings 
to  fall  back  on.  But  that  nest  egg  could  be 
eaten  away  in  an  economy  that's  going 
nowhere  and  where  25%  of  its  124  million 
citizens  will  be  living  off  their  personal  as- 
sets. Sensing  this,  Hashimoto  is  pushing  lib- 
ei-alization  on  several  fi-onts.  Last  November, 
he  kicked  things  off  by  unveiling  his  "Big 
Bang"  package  of  reforms  to  make  over 
Tokyo's  financial  mai'ket  by  2001.  It  calls 
for  deregulation  of  stock  commissions;  lifting 
baniers  that  separate  banks,  brokerages, 
and  life  insurers;  and  loosening  rules  that 
govern  asset  allocations  by  pension  fumds. 

If  the  plan  succeeds,  one-third  of  Japan's 
financial  players  will  likely  vanish  or  be 
merged  out  of  existence,  says  J.  P.  Mor- 
gan &  Co.  economist  Jesper  KoU.  Even 
without  the  plan  fully  in  effect,  that  is  al- 
ready happening.  Last  fall,  the  Ministry 
of  Finance  shut  dovra  Hanwa  Bank,  a  mid- 
size lender  based  in  western  Japan  that 
was  sinking  under  the  weight  of  $700  mil- 
lion in  bad  property  loans.  This  was  the 
first  time  the  MOF  had  closed  a  bank  since 
the  end  of  World  Wai-  II,  and  the  move 
sent  a  clear  signal  to  the  industi-y  that 
save  for  the  collapse  of  a  giant  money- 
center  lender,  bm-eaucrats  would  no  longer 
support  smaller  players  that  can't  fimd 
merger  partners. 

FREE-FOR-ALL.  Banking  is  not  the  only  fi- 
nancial industry  facing  a  lighter  govern- 
ment hand.  Not  long  after  Hashimoto  an- 
nounced the  Big  Bang,  the  government 
concluded  a  fai-reaching  deal  with  Wash- 
ington to  open  up  the  tightly  segmented 
and  rigidly  protected  insurance  industiy  to 
competition.  The  deal  has  ah'eady  pushed 
down  premiums  by  as  much  as  20%  on  lai^e 
corporate  fire-insurance  policies.  It  has  also  set  into  motion  a 
free-for-all  among  U.  S.  and  Japanese  companies  for  new  busi- 
ness. Six  foreign  insurers  have  ah-eady  won  licenses  to  sell  auto 
policies  by  direct  mail,  for  example.  And  Mfe-insurance  compa- 
nies have  suddenly  jimiped  into  the  medical  insui"ance  business. 

Moves  to  open  up  the  economy  to  more  competition  ai-e 
showing  up  on  many  other  fronts.  Take  transportation.  Faced 
with  Transport  Ministiy-sanctioned  competition  fi'om  a  dis- 
count carrier  that  vows  to  cut  fares  50%  on  its  liigh-volume 
Tokyo-Sapporo  route,  Japan  Air  Lines  Co.  has  been  looking 
for  ways  to  reduce  costs  wherever  it  can.  One  answer  is  to 
rely  more  and  more  on  cheaper  foreign  cabin  crews  to  staff 
its  charter  subsidiaiy.  By  next  year,  some  17%  of  jal's  over- 
seas traffic  will  be  handled  by  the  unit,  wliich  is  ah-eady  fly- 
ing from  Japan  to  Hawaii,  Bangkok,  Guam,  and  Saipan. 

Retailing  is  also  in  for  shock  therapy  A  recent  easing  of 
rules  limiting  gasoline  impoits  has  lowered  Japan's  pump  prices 
but  is  also  ausliing  profit  mai-gins  and  could  push  50,000  sennce 
stations  into  the  red,  figures  Todd  Guild,  a  partner  with  Mc- 
Kinsey  &  Co.  Mom-and-pop  retailere  face  similar  pressm-es  if  a 
push  to  lift  restrictions  limiting  stores'  floor  space  goes  through. 
Any  such  move  would  invite  new  competition  fi-om  "categoi-y 
killer"  outlets  and  superstores,  triggering  a  bi-uising  shakeout 
that  would  affect  a  tlui-d  of  Japan's  labor  force,  figui-es  James 
Vestal,  an  analyst  with  bzw  Research  Ltd. 

Workei-s  for  multinationals  may  have  equally  dii-e  prospects. 
With  the  recent  decision  to  split  Nippon  Tslegi-aph  &  'Rjlephone 
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Corp.  into  two  local  companies  and 
one  long-distance  cairier  owned  by 
a  holding  compixny,  the  Diet  is  now 
expected  to  lift  a  ban  on  such  com- 
bines dating  to  the  U.S.  occupa- 
tion. Lai'ge  companies  would  reap 
big  savings  by  spinning  off  laggai-d 
divisions  and  pegging  pay  levels  to 
peifomance.  Even  layoffs  could  be- 
come a  reality,  thi-eatening  lifetime 
employment  that  has  secui-ed  work- 
er loyalty  in  bigger  companies. 

Ali-eady  caught  in  the  squeeze 
ai'e  many  of  the  midsize  suppliers. 
It's  no  longer  an  act  of  economic 
treason  to  look  beyond  long-stand- 
ing keireUu  suppliers.  Tosliiba  has 
set  up  a  home  page  on  the  Internet 
to  solicit  bids  fi"om  ovei-seas  sup- 
pliei-s.  It  hopes  to  double  its  foreign 
procui-ement,  to  $5  billion,  by  1999. 
The  stoiy  is  the  same  at  Sony,  nec, 
Casio,  and  Minolta,  which  all  have 
reached  out  to  lower-cost  Asian  and 
American  suppliers  to  provide  key 
components.  Nowadays,  General  Motors  Coi-p.'s  sprawling  Del- 
phi Automotive  Systems  parts  division  not  only  supplies  Ibyota 
Motor  Coi-p.  in  the  U.  S.  but  also  sells  catalytic  converters  to 
Toyota  plants  in  Malaysia  and  ThaOand.  Delphi  executives  in 
Tokyo  even  sit  in  on  strategy  sessions  with  the  auto  giant's 
Japanese  suppliers. 

Of  cottrse,  big  suppliers  such  as  Denso  Corp.,  a  leading 
maker  of  automotive  electronics  components,  have  the  kind  of 
cash  to  follow  the  big  manufacturers  abroad.  But  plenty  of 
others  can't.  That's  why  foreign  subsidiaries  of  Japanese 
companies  now  get  only  38%  of  their  parts  from  home,  dovm 
from  56%  a  few  years  ago.  This  reflects  the  multinationals'  ef- 
forts to  regain  gi'ound  lost  to  the  U.  S.  in  global  markets  as 
the  yen  spiraled  to  a  record  high  in  1995.  The  40%  deprecia- 
tion of  the  yen  against 
the  dollar  is  helping 
the  comeback.  But  the 
multinationals  are 
gaining  even  more  advantages  from  their  production  bases 
that  have  sprung  up  around  the  world. 

In  America,  Japanese  auto  makers  are  grappling  back  by 
trimming  prices  on  new  models,  revamping  existing  ones,  and 
expanding  their  plants  to  regain  gi'ound.  "U.S.  producers 
haven't  been  able  to  keep  up  with  demand,  and  the  Japanese 
are  making  up  the  difference,"  says  Toyota  President  Hiroshi 
Okuda.  Since  mid-1995,  the  Big  Three's  cost  advantage  over 
Japanese  models  has  shrunk  from  $1,400  to  $1,000.  Tbyota's 
American-made  Camry,  launched  last  fall,  and  Honda's  U.  S.- 
made  Accord,  due  out  later  this  year,  even  have  a  shot  at  over- 
taking Ford's  Taurus  as  the  top  seller  this  yeai- 
NEW  GIZMOS.  Toyota  and  Honda  also  ai-e  racing  ahead  to  set 
up  regional  manufacturing  and  paits  supply  netwoi-lts  in  South- 
east Asia.  Honda  partially  developed  the  City  sedim  it  sells  in 
Thailand  at  a  Thai  design  center  set  up  two  years  ago.  Thai  de- 
signers also  helped  Toyota  modify  its  Soluna  passenger  cai-  to 
make  it  rugged  enough  for  Bangkok's  steamy  climate  and  tor- 
tuous road  conditions.  With  70%  of  its  pails  locaUy  soui-ced,  the 
Soluna  is  due  out  in  Thailand  on  Jan.  31.  It  also  may  be  ex- 
ported to  Singapore  and  Bioinei  later  this  yeai*. 

The  moves  by  Toyota  to  buy  local  components  are  part  of  a 
broader  trend  by  many  manufacturers  to  dump  longtime 
keirelsu  suppliers  in  favor  of  the  cheapest  vendors  ai-ound. 
Bridgestone  Corp.,  for  one,  has  muslii-oomed  in  the  U.  S.  and 
Canada  since  buying  Firestone  'lire  &  Rubber  Co.  in  1989,  dou- 
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bUng  its  production  to  23  miUion 
tires  a  year.  Bridgestone  recently 
opened  a  $400  million  plant  in  War- 
ren County,  Tenn.,  to  produce  4,600 
bus  and  truck  tires  daily. 

Once  written  off  as  digital  slack- 
ers, Japanese  consumer-electronics 
giants  such  as  Sony,  Toshiba,  and 
Hitachi  have  been  every  bit  as  ag- 
gressive as  the  auto  makers  in 
fighting  for  global  market  share. 
Each  has  launched  new  notebook 
or  desktop  offerings  lately,  and 
Sony's  hot-selling  PlayStation 
video-game  machine  has  come  from 
nowhere  to  become  a  $3  billion 
global  business.  Toshiba's  high-end 
Infinia  PCs  are  also  heading  for  suc- 
cess. Decked  out  with  radio,  TV, 
and  answering-machine  functions, 
they  are  a  splashy  example  of 
Japan's  broader  strategy  to  push 
its  consumer-electronics  knowhow 
into  new  digital  realms.  "This  is  a 
declaration  that  we're  not  confining 
ourselves  to  small,  laptop  comput- 
ers," explains  Toshiba  President 
Nishimuro. 

More  important,  though,  is  that 
this  push  is  being  led  mostly  from 
California,  by  American  managers 
steeped  in  the  entrepreneurial 
culture  of  Silicon  Valley.  And 
maybe  a  bit  of  that  culture  is  rubbing  off  on  high-tech  ex- 
ecutives: Fujitsu  Ltd.  recently  unveiled  a  performance- 
based  stock-option  plan  at  its  Cahfomia  affiliate.  Such  plans 
are  almost  nonexistent  in  Japan,  where  pay  is  still  lai-gely 
tied  to  seniority. 

"OPPORTUNITIES."  To  a  gi'eat  extent,  multinationals  always 
have  been  on  the  outer  peiimeter  of  the  Japanese  economy. 
But  increasingly,  the  flexibility  and  keen  sense  of  competi- 
tiveness they  offer  are  exactly  the  practices  the  economy 
needs  so  dearly  right  now.  Hashimoto  realizes  this,  but  the 
chance  of  costly  mistakes  looms  lai-ge.  A  big  poUcy  mis- 
step— say,  deregulating  banking  without  fii-st  resolving  the  in- 
dustiys  bad-loan  mess — could  plunge  ah"eady  thinly  capitalized 
banks  and  life  insui'ers  into  a  vicious  ch'cle  of  selling. 

Feaiing  lendei-s  would  see  then-  capital  dip  below  interna- 
tionally agi'eed-upon  standai-ds  as  the  value  of  their  equity 
portfolios  erodes,  investors  might  dump  bank  stocks  witli 
abandon.  That  would  make  banks  even  more  reluctant  to  lend 
money  than  they  ai'e  today,  tlu"eaten  to  send  the  economy 
into  a  tailspin,  and  spai'k  even  more  selling  in  tlie  stock  mai-ket 

Td  wai'd  off  such  a  calamity,  Hasliimoto  now  must  aiticulate 
Ws  vision  of  reform,  build  a  consensus  among  powerful  min- 
istries to  see  it  tlii-ough,  and  gain  public  support  for  the  short- 
teiTn  pain  it  will  biing.  Japan  ah-eady  has  lost  billions  of  dollai"s 
in  national  wealth  in  the  beiu-  mai'ket  of  the  1990s.  Hasliimoto's 
challenge  now  is  to  guide  the  countiy  along  a  path  that  lets  it 
profit  best  from  the  globaUzation  of  business.  As  the  Nikkei's 
latest  nightmai"e  suggests,  mtiking  the  ti-ansition  to  an  economy 
in  which  government  intindes  less  and  the  mai'ket  counts  for 
more  will  not  be  flm.  But  "this  decline  is  tlu-owing  up  oppor- 
tunities," says  Merrill  Lynch  &  Co.  Japan  strategist  Jeff 
Balu-enbm-g.  Unless  Japan  now  takes  advantage  of  them,  its 
vast  domestic  economy  could  be  consigned  to  stagnation  even 
as  the  coimtiys  multinationals  continue  to  make  hay. 

By  Brian  Bremner  in  Tbkyo,  with  William  Glasgall  in 
New  York  aiid  Peter  Galuszka  in  Clevelaiid 
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COIVIIVIENTARY 

By  Robert  Neff 

WHY  HASHIMOTO  HAS  TO  HANG  TOUGH 


Tatemae — pretense.  Ho7ine — the 
real  thing.  These  are  the  key 
words  in  the  debate  in  Japan 
over  Prime  Minister  Ryutai'o 
Hashimoto's  plans  to  deregulate  the 
economy  and  straighten  out  the 
country's  troubled  finances.  If  the 
Prime  Minister  is  intent  on  deliver- 
ing the  real  thing  with  his  reforms, 
then  Japan  and  its  main  trading 
partners  will  benefit  enormously.  If, 
however,  his  moves  turn  out  to  be 
mere  tatemae,  Hashimoto  will  be 
putting  Japan's  entire  economic  re- 
covery at  risk. 

Many  observers  are  willing  to 
give  Hashimoto  the  benefit  of  the 
doubt.  His  call  for  a  thor- 
ough deregulation  of  the 
financial  sector  signals 
that  this  politician  is  try- 
ing to  be  a  thoughtful  re- 
former as  well.  But  even 
though  Hashimoto  the 
man  may  be  sincere, 
Hashimoto  the  Prime 
Minister  must  shepherd 
reform  through  the  politi- 
cal and  bureaucratic 
process,  which  so  often  in 
the  past  has  blocked  seri- 
ous change.  So  a  rapid 
move  to  deregulate  the 
economy  and  institute 
sensible  tax  policies  is  by 
no  means  certain. 

To  get  an  idea  of  what 
the  reformers  are  up 
against,  look  at  the  draft 
budget  for  fiscal  1997, 
which  contains  troubling 
hints  that  Hashimoto  is 
being  forced  to  cater  to 
special  interests.  Al- 
though the  budget  keeps  overall 
spending  flat,  the  pork  and  tax  hikes 
it  does  contain  fly  in  the  face  of  the 
commitment  to  reform. 
NEW  TRIBES.  First,  look  at  the  pork. 
Not  long  ago,  the  Hashimoto  gov- 
ernment was  saying  that  long- 
planned  expansions  of  the  country's 
famed  Shinkansen  bullet-train  lines 
would  have  to  be  frozen  in  the  name 
of  fiscal  probity.  After  all,  as  a  per- 
centage of  gross  national  product, 
Japan's  deficit  is  larger  than  any 
other  major  country's.  But  then  the 
ruling  Liberal  Democratic  Party's 
notorious  zoku  giin,  or  "tribes"  of 
Diet  members  who  push  special  in- 


terests, resurfaced.  Given  up  for 
dead  after  the  ldp  lost  its  Diet  ma- 
jority several  years  ago,  the  zoku 
giin  have  stormed  back  with  the 
LDP's  return  to  power.  They  man- 
aged to  get  studies  of  the  new  train 
lines  back  in  the  budget,  a  key  step 
toward  the  ultimate  expenditure  of 
$10.3  bilhon.  Yet  it's  highly  debat- 
able whether  such  gargantuan 
spending  would  help  the  overall 
economy. 

The  draft  budget  also  calls  for  a 
healthy  hike  in  subsidies  to  farmers, 
especially  those  hit  by  liberalization 
of  agriciiltural  markets  mandated  by 
the  global  trade  agreements.  This  is 


DIET  DRAMA 

Hashimoto  and  his 
allies  want  reform, 
but  can  they  fend  off 
special  interests? 


another  area  where 
the  zoku  giin  have 
been  having  a  field 
day.  And  massive 
public-works  spending 
will  go  uncurtaUed 
despite  increasing 
calls  for  the  govern- 
ment to  encourage  consumer  spend- 
ing through  tax  cuts,  instead  of  dol- 
ing out  billions  to  cherished  projects. 

Indeed,  many  observers  beheve 
the  draft  budget's  call  for  tax  hikes 
is  just  what  Japan's  flagging  econo- 
my doesn't  need.  If  adopted  intact 
by  the  Diet,  as  is  almost  certain,  the 
budget  will  eliminate  a  two-year-old 
income  tax  cut  that's  worth  $17  bil- 
lion and  will  boost  the  consumption 
tax  to  5%  from  3%  at  a  cost  to  con- 
sumers of  $43  billion.  Hashimoto 
contends  these  measures  are  needed 
to  reduce  the  deficit.  Others  dis- 
agree. "The  best  way  to  restore  fis- 
cal balance  is  not  to  increase  taxes 


but  to  achieve  sustained  gi'owth  for 
many  years  to  come,"  says  Tetsuo 
Tsukimura,  chief  economist  at  Smith 
Barney  International  Inc.  in  Tokyo. 

In  the  markets,  meanwhile, 
Hashimoto  and  the  Ministry  of  Fi- 
nance have  so  far  resisted  the  urge 
to  intervene.  That's  a  significant 
step  back  from  the  tradition  of 
propping  up  troubled  markets 
through  a  pko,  or  price-keeping  op- 
eration. But  some  observers  think 
that  if  the  Nikkei  stock  average 
heads  toward  15,000 — the  point 
where  banks'  hidden  assets  are  dan- 
gerously depreciated — the  govern- 
ment will  step  in,  pouring  pension 
funds  and  other  money 
into  the  market  and 
weakening  the  yen. 
Kiyoshi  Kimura,  general 
manager  for  research  at 
Soci6t6  Generale  Securi- 
ties (North  Pacific)  Ltd., 
says  the  government  has 
$8.5  billion  set  aside  for 
that  purpose. 
GROWTH  AGENDA.  A  PKO 
might  provide  some  re- 
lief, but  it's  just  the  kind 
of  action  the  Prime  Min- 
ister should  avoid.  It's 
time  for  investors  to  get 
an  honest  valuation  of 
the  companies  on  the 
Nikkei.  "Survival  of  the 
fittest  is  the  rule,"  explains  Smith 
Barney's  l^ukimura.  "A  further  de- 
cUne  in  the  market  will  sweep  out 
troubled  financial  institutions.  That's 
necessary." 

What's  also  necessary  is  a  truly 
reform-minded  budget.  Hashimoto 
has  to  eliminate  the  white-elephant 
projects  and  engineer  some  serious 
tax  relief  for  consumers.  Speeding 
up  the  deregulation  of  transporta- 
tion, telecommunications,  retailing, 
and  electric  power  would  spark  the 
kind  of  capital  investment  that's 
needed  to  put  economic  gi-owth  back 
on  track.  Sure,  that's  tough  to  do, 
and  Hashimoto  will  undoubtedly 
have  to  make  compromises.  But  too 
many  compromises  will  just  delay 
an  inevitable,  wi-enching  change. 
Pretense  may  be  comforting,  but  for 
Japan  it's  also  dangerous. 

Neff  is  BUSINESS  week's  con- 
tributing editor  in  Tokyo. 
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American  News 


STRATEGIES 


HEAVY  WEATHER 
AT  AMERICAN 


Can  the  embattled  airline 
make  peace  with  the 
pilots'  union  before  it 
goes  on  strike? 

Robert  L.  Crandall,  chief  executive 
of  AMR  Corp.,  was  stunned  when 
pilots  at  American  Airhnes  Inc. 
rejected  a  tentative  contract  on 
Jan.  8  by  an  overwhelming  vote.  A 
gloomy  and  frustrated  Crandall  was  still 
fuming  days  later,  insiders  say.  "He's 
just  in  his  enraged  state,"  says  one. 
Crandall  and  President  Donald  J.  Carty 
quickly  sent  a  dire  message  to  the  pilots 
in  a  letter  dated  Jan.  10  that  said:  "For 
the  first  time  in  many  yetu's,  we  fear  for 
the  future  of  our  company." 

Now,  the  two  men  are  scrambling  to 
head  off  a  strike  the  pilots  have  threat- 
ened to  start  on  Feb.  15.  Thrown  into 
doubt,  say  Carty  and  others,  is  Ameri- 
can's recent  $6  billion-plus  au-cratl  order 
with  Boeing  Co.;  American  says  having 
to  pay  higher  salaries  would  make  sucli 


an  investment  uneconomical.  A  walkout 
even  could  threaten  the  carrier's  pro- 
posed alliance  with  British  Aii'ways  PLC, 
says  Carty.  And  American  isn't  alone. 
With  industry  profits  soaiing,  unions  at 
United  Airlines  Inc.  and  Northwest  Mr- 
Unes  Inc. — ^where  employees  exchanged 
concessions  for  stakes  in  those  compa- 
nies— are  pushing  for 
higher  pay,  too. 

The  distressing  tiling 
about  the  American  dis- 
pute is  how  badly  both 
sides  miscalculated.  The 
company  was  confident 
that  the  tentative  deal — 
described  by  managers 
and  union  leaders  alike 
as  "industry-leading"  in 
pay,  pensions,  and  job  se- 
curity— would  pass.  One 
problem  was  that  it  fell 
far  short  of  American's 
original  goal  of  cutting 
$300  million  a  year  in  pi- 
lot costs.  In  fact,  the 
company  claims  tlie  deal 


PLENTY  FOR 
PAY  INCREASES? 


NORTHWEST* 


PROJECTED  1996 
I  OPERATING  I 
MARGINS 

6  8  10  12 
►  PERCENT  DATA;  PAINEWtBBER  INC. 
'INCLUDES  PAYMENTS  TO  EMPLOYEES  IN  STOCK 


O'HARE  HUDDLE 

APA  members 
gather  to  discuss 
the  pact 

would  have  increased  its 
pilot  costs,  but  Crandall 
and  Carty  finally  decided 
that  was  the  best  they 
could  get  after  more  than 
two  years  of  bargaining. 
The  executives  figured 
the  Boeing  order,  which 
CrandaU  had  tied  to  rati- 
fication of  the  accord, 
would  clinch  the  deal  be- 
cause adding  new  planes 
to  the  company's  fleet 
would  create  jobs. 
ANIMOSITY.  American, 
however,  glossed  over  eai- 
ly  signs  of  division  in  the 
Allied  Pilots  Assn.  leader- 
ship and  discontent  among 
the  rank  and  file.  In  November,  for  in- 
stance, eight  members  of  the  union's  18- 
person  executive  boaixl  voted  against  the 
contract.  And  some  pilots  \'iewed  the 
timing  of  the  Boeing  order  as  a  hea\ntf- 
handed  effort  to  sway  the  vote.  Another 
factoi-  the  pei-sonal  animositj'-  many  pilots 
harbor  against  Crandall,  a  notoriously 
combative  chief  "nieyre  aftei-  Bob,"  saj^s 
an  executive  of  a  rival  caiTier.  "Some  of 
that  gets  in  the  way  of  objecti\'ity." 

Union  President  James  G.  So%'ich  and 
some  colleagues  didn't  read  theu-  mem- 
bei-s  much  better.  In  the  end,  more  than 
61%  of  the  nearly  9,000  pilots  voted 
against  the  tentative  agi-eement.  The 
proposal  looked  generous  by  industiy 
standai-ds,  with  American  ai-guing  that 
its  pilots  would  still  make  more  than 
those  at  United,  Delta  Aii"  Lines,  and 
Northwest  at  the 
contract's  end  in 
2000.  But  pilots  saw 
it  differently.  They 
focused  on  the  fact  that 
the  proposed  5%  pay  in- 
crease over  four  years 
would  leave  their  com- 
pensation rates  lagging 
behind  inflation.  Worse, 
the  company  essentially 
has  kept  pay  scales 
frozen  since  the  last 
raise  in  1993. 

More  controversial, 
pei'haps,  was  a  proNnsion 
that  would  allow  the 
company's  lower-paid 
American  Eagle  pilots — 
who  are  represented  by 
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a  different  union — to  fly  small,  efficient 
commuter  jets  American  wants  to  fly 
on  short  routes.  Rivals  such  as  Conti- 
nental Aii'lines  Inc.  have  ah-eady  added 
such  planes  to  theii"  fleets  and  American 
says  it  must  follow  suit  to  remain  com- 
petitive. The  pOots,  however,  feai-  Cran- 
dall  eventually  will  try  to  use  the  new 
planes  to  displace  apa  pilots  on  longer 
routes.  "It's  about  tnist,"  says  one  se- 
nior pilot  who  rejected  the  deal. 
RECORD  PROFITS.  Now,  American  is  back 
to  square  one.  The  National  Mediation 
Board  on  Jan.  15  stalled  a  30-day  "cool- 
ing off  period,"  after  which  the  union 
could  sti-ike.  Sovich  and  a  new  imion  ne- 
gotiating committee  are  demanding  an 


11%  pay  increase  over  four  years  and 
more  than  double  the  number  of  stock 
options  that  American  had  offered  on 
the  date  of  signing.  They  also  want  only 
APA  pilots  to  fly  the  new  smaller  jets. 
Gerai'd  J.  Aipey,  American's  chief  finan- 
cial officer,  says  these  demands  would 
leave  the  canier  at  a  labor  cost  disad- 
vantage of  "hundreds  of  millions  of  dol- 
lai's"  annually  to  such  rivals  as  United 
and  Delta.  Laments  Carty:  "We  wouldn't 
know  how  to  run  the  business  any  more" 
if  the  pact  went  thi'ough. 

Such  ai-guments  are  tough  to  sell  to 
the  pilots,  who  want  a  bigger  share  of 
the  record  annual  profits  of  $854  mil- 
lion, excluding  special  items,  that  Amer- 


ican announced  on  Jan.  15.  They  argue 
American  can  afford  to  be  more  gener- 
ous. And  indeed,  its  10.4%  operating 
margin  for  1996  is  among  the  best  in 
the  industry,  ftgui-es  analyst  Samuel  C. 
Buttrick  of  PaineWebber  Inc.  (chart). 

In  the  end,  American  is  likely  to  pay 
more  than  its  original  deal.  But  ana- 
lysts figure  that  a  strike  is  unlikely,  giv- 
en the  huge  cost  it  would  exact:  more 
than  $50  mOlion  a  day,  figures  Buttrick. 
"Rational  decision-making  will  outweigh 
emotionaUsm,"  he  says,  adding  after  a 
pause,  "I  think."  If  emotions  rule,  Cran- 
dall  and  Carty  won't  be  the  only  ones 
fearing  for  American's  future. 

By  Wendy  Zellner  in  Dallas 


UNITED:  THE  DUBIOUS  JOYS  OF  OWNERSHIP 


Employees  pulling  together,  ris- 
ing productivity,  record  prof- 
its— 1996  was  a  great  year  for 
United  Airlines  Inc.,  the  country's 
largest  experiment  with  employee 
ownership.  But  only  days  into  the 
new  year,  United  is  hitting  unex- 
pected air  pockets. 

On  Jan.  9,  the  company's  14,000 
mechanics  rejected  a  wage  pact  that 
called  for  10%  pay  hikes 
over  four  years  plus  profit- 
sharing  tied  to  the  airline's 
future  performance.  And 
the  pilots,  who  engineered 
the  1994  employee  buyout, 
may  vote  down  a  similar 
deal  on  Jan.  17. 

Employee  ownership  it- 
self is  part  of  the  problem. 
Union  members,  especially 
pilots,  expected  ceo  Gerald 
Greenwald  to  treat  them  as 
co-equals.  To  them,  that 
means  sharing  the  wealth 
when  times  are  good. 
"We're  very  disappointed  in 
Gerry  Greenwald  and  [Pres- 
ident] John  A.  Edwardson,"  says 
Kevin  J.  Dohm,  a  spokesman  for 
United's  Air  Line  Pilots  Assn.  "We 
thought  we  had  found  a  management 
team  that  would  work  with  us." 
STOCK  ANSWER.  Management  says 
the  170%  appreciation  in  United's 
stock  since  the  buyout  is  plenty  of 
reward,  given  the  unions'  55%  own- 
ership stake.  Labor  says  that's  little 
comfort,  since  employees  can't  sell 
their  stock  until  they  retire.  "The  av- 
erage pilot  has  seen  an  increase  of 
$137,000,"  says  Greenwald.  "I  know 
it's  not  liquid,  but  it's  a  nice  nest  egg 
for  retirement." 

If  the  two  sides  can't  sort  out 


their  differences  soon.  United  may 
lose  some  of  the  efficiency  im- 
provement it  has  gained  from  em- 
ployees' enthusiastic  attitudes.  "The 
spirit  of  the  esop  has  suffered  a 
huge  setback,"  says  Joseph  Blasi,  a 
professor  of  management  at  Rutgers 
University. 

United  employees  aren't  likely  to 
emerge  with  any  more  than  the  pay 


hikes  that  are  on  the  table  now.  The 
ESOP  agreement  says  that  any  wage 
dispute  goes  to  an  arbitrator  who 
can't  award  them  more  than  a  10% 
wage  increase  through  2000.  Nor  can 
the  arbitrator  throw  in  a  profit-shar- 
ing plan  like  the  one  the  company  al- 
ready offered. 

The  mechanics,  who  knew  all  that, 
voted  down  their  proposed  contract 
as  a  way  of  signaling  their  unhappi- 
ness.  One  of  their  major  complaints: 
Greenwald  and  600  top  managers 
last  year  split  a  $14  million  bonus 
pool,'  for  an  average  of  $23,000 
apiece.  That  led  employees  to  believe 
United  would  be  more  generous  with 


them,  too,  union  leaders  say. 

The  company  is  downplaying  la- 
bor's discontent.  In  a  Jan.  7  letter  to 
employees,  Greenwald  said  that  "our 
long-term  goal  is  to  put  compensa- 
tion on  a  competitive  basis"  and 
urged  employees  not  to  change 
course  now. 

Still,  there  could  be  trouble  ahead. 
Some  pilots  are  talking  about  an  un- 
official work  slowdown. 
And  ALPA  Chainnan 
Michael  Glawe  told  man- 
agement he  wiU  no  longer 
cooperate  when  it  ap- 
proaches Mm  with  a  prob- 
lem, such  as  an  expected 
staffing  shortage.  "We 
would  hope  management 
never  forgets  whose  hands 
ai-e  on  the  throttles,"  warns 

BRIGHT  SPOT 

Ramp  workers  have 
tentatively  accepted 
a  new  wage  pact 

Wright  B.  George,  a  veteran  pilot. 
And  United's  20,000  flight  atten- 
dants, who  aren't  part  of  the  esop, 
still  are  without  a  labor  contract  af- 
ter a  tentative  deal  was  voted  dowi 
last  April.  "It's  hard  to  believe  Unit- 
ed will  project  a  warm  and  fuzzy  at- 
titude to  customers  when  virtually 
all  employee  groups  are  irritated," 
say.s  Blasi.  One  high  note:  Ramp  and 
food-services  workers,  concerned 
about  job  security,  accepted  a  tenta- 
tive wage  pact  by  a  G3%  vote. 

Greenwald's  difficult  task  now:  to 
get  the  rest  of  United's  employee/ 
owners  in  line  and  on  board. 

By  Susan  Clmndlrr  in  Chicago 


American  News 


AUTOS 


HUlZENGA:  Ford  O.K.'d 
his  publicly  owned  chain 


SUDDENLY,  DETROIT  STOPS 
FIGHTING  THE  FUTURE 

It  gets  out  of  the  way  of  megadealers  like  AutoNation  and  CarMax 

Jon  E.  Lancaster,  who 
owns  foui"  small  auto 
dealerships  in  Madi- 
son, Wis.,  wonies  that  his 
days  in  retailing  may  be 
numbered.  Glitzy,  com- 
puteiized  auto  superstore 
chains,  such  as  AutoNa- 
tion USA  and  Cii-cuit  City 
Stores  Inc.'s  CarMax 
Auto  Superstores,  are 
spreading  across  the  na- 
tion. Lancaster  and  many 
mom-and-pop  dealers  lack 
the  cheap  capital  that's 
available  to  the  newcom- 
ers, who  can  afford  to 
outdo  him  on  everything 
from  inventory  and 
spiffed  up  showrooms  to 
high-profile  advertising 
campaigns.  "I  do  feel 
veiy  threatened,"  he  says. 

He  isn't  the  only  one.  Just  a  year 
ago,  Big  Thi'ee  and  Japanese  canna!kers 
were  brushing  off  the  notion  that  the 
new  breed  of  auto  retailers  was  going  to 
change  distribution  radically  in  the  100- 
year-old  industry.  Ford  Motor  Co.  was 
the  most  stubborn,  flatly  refusing  to 
grant  new-cai*  franchises  to  publicly  held 
companies.  But  since  December,  Auto- 
Nation, the  chain  owned  by  H.  Wayne 
Huizenga's  RepubUc  Industries  Inc.,  has 
paid  $116  million  for  seven  Ford  and 
Lincoln-Mercury  franchises  in  Ohio  and 
Cahfomia,  with  Ford's  approval.  Why 
did  Ford  pull  an  about-face?  "There  ai'e 
major  changes  under  way,"  says  Ford 
Chairman  Alexander  J.  Trotman.  "We 
have  to  move  with  the  times." 
BYZANTINE.  To  manufacturers,  the  trend 
is  a  mixed  blessing.  Retail  expenses  ac- 
count for  20%  to  30%  of  a  cai-'s  price, 
Trotman  says.  And  carmakers  won't 
mind  if  publicly  funded  megadealerships 
use  economies  of  scale  and  cheaper  cap- 
ital to  shrink  those  costs.  New  competi- 
tion also  could  help  them  streamline 
bloated  dealer  networks.  That's  some- 
thing they  can't  easily  do  on  then*  own: 
Dealers  are  protected  by  Byzantine 
state  franchise  laws.  But  camakers  also 
fear  the  super-retailers  could  one  day 
become  powerful  enough  to  influence 
car  pricing  and  other  policies.  Warns 


Robert  J.  Thomas,  chief 
executive  of  Nissan  Mo- 
tor Corp.  USA:  "Somebody 
will  have  the  chutzpah  to  carry  it  off." 

Enter  Huizenga.  Since  he  and  part- 
ners formed  AutoNation  in  November, 
1995,  the  company  has  amassed  22  new- 
car  dealerships  and  opened  seven  used- 
car  superstores.  In  November,  it  bought 
Alamo  Rent-A-Car  Inc.  for  $625  million. 
On  Jan.  6  it  agreed  to  buy  National  Car 
Rental  System  Inc.  for  $600  million  in 
stock  and  the  assumption  of  $1.7  billion 
in  debt.  And  on  Jan.  13,  AutoNation 
inked  a  deal  allowing  it  to  buy  General 
Motors  Corp.  franchises,  then  quickly 
did  $300  miUion  in  stock  deals  to  nab  14 
dealers  in  Florida,  New  York,  and  the 
Southwest.  Huizenga's  aim:  to  buQd  a 
cradle-to-grave  company  that  finances, 
sells,  rents,  leases,  and  repairs  cars.  "Tliis 
industry  needs  a  change,"  says  AutoNa- 
tion Chief  Executive  Steven  R.  Ben-ai-d, 
who  says,  only  half-jokingly,  that  Detroit 
shouldn't  woiTy:  "It's  a  huge  industiy — 


"There  are  major 
changes  under  way," 
says  Ford's  Trotman. 
"We  have  to  move 
with  the  times" 


$350  billion  in  used  cars  alone.  All  we 
want  is  50%  of  it." 

Despite  the  threat  implicit  in  Huizen- 
ga's rapid  expansion,  auto  manufacturers 
are  bowing  to  changes  they  know  they 
can't  prevent.  Indeed,  some  dealers,  ea- 
ger to  cash  out  their  franchises,  are 
prodding  the  companies  with  lawsuits 
to  let  them  sell.  G.  Richard  Wagoner 
Jr.,  gm's  president  for  North  American 
Operations,  says  he  would 
like  to  see  the  traditional 
dealer  system  continue. 
"But  it  ain't  just  our  call," 
he  says.  "We've  got 
to  find  a  way  to  reach 
some  sort  of  accommoda- 
tion with  [the  new  auto 
retailers]." 

ON  THE  HUNT.  That  may 
mean  cutting  more  deals 
with  publicly  held  dealer 
gi'oups,  such  as  New 
York's  United  Auto 
Group  Inc.,  a  chain  of  40 
new-car  dealerships  and 
eight  stand-alone  used-car 
stores  run  by  ex-adman 
Carl  Spielvogel.  Flush 
with  $65  million  after  UAG 
went  public  in  October,  Spielvogel  is  on 
a  spree.  He's  gunning  for  revenues  of  $2 
billion  next  year,  up  from  $800  million  in 
1995.  Spielvogel  gleefully  reports  that 
he'll  be  on  the  hunt  at  the  convention  of 
the  National  Automobile  Dealers  Assn. 
in  Atlanta  next  month:  "I've  got  a  suite, 
and  I  expect  to  have  a  lot  of  visitors 
come  in."  His  advantage,  he  says:  sheer 
size  and  easy  access  to  capital.  "We 
have  economies  of  scale,  and  we're  able 
to  borrow  at  a  lower  rate,"  he  says. 
"We'll  attempt  to  pass  that  on  to  the 
customer." 

Nissan's  Thomas,  for  one,  says  car- 
makers should  move  forcefiilly  to  stay  in 
the  game.  In  a  bhstering  Jan.  13  speech 
at  an  industiy  conference  in  Detroit,  he 
blamed  shortsighted  manufactm-ers  for 
giving  outsiders  a  chance  to  take  over 
their  business.  His  prescription:  Beat 
them  to  the  punch  by  consolidating  auto 
fi-ancliises  and  eliminating  "all  the  ex- 
cessive and  unnecessary  overhead  and 
investment  costs."  Even  those  whose 
view  is  rosier  agree  that  radical  changes 
lie  ahead.  Says  Ford's  Ti'otman:  "It 
makes  competition  tougher  for  eveiy- 
one,  but  it  makes  life  better  for  the 
customer."  That  may  be  bad  news  for 
dealei-s  like  Lancaster.  But  for  cai-  buy- 
ers and  makers  alike,  these  are  inter- 
esting times,  indeed. 

By  Kathleen  Kei-win,  with  Keith 
Naughton  in  Detroit,  and  David  Greis- 
ing  in  Atlanta 
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THE  INTERNET 


FOR  $19.95  A  MONTH. 
UNLIMITED  HEADACHES  FOR  AOL 

An  online  jam-up  due  to  flat-rate  pricing  leads  to  legal  hassles 

8  million  subscribers.  And  much  of  the 
industry  is  watching  to  see  how — and 
if — AOL  solves  the  problem.  "I  don't 
think  flat-rate  pricing  is  going  to  work 
long  term,"  says  John  W.  Sidgmore, 
head  of  Internet  service  provider 
uuNet  Technologies  Inc. 

Not  so,  says  Robert  W.  Pittman, 
president  of  aol  Networks.  He  says 
that  the  company  vrill  spend  about  $250 
million  by  June  to  expand  the  capacity 
of  its  network  to  handle  the  surge  in 
demand,  aol  is  also  putting  the  brakes 
on  advertising  to  reduce  the  number 
of  new  customers  who  are  signing  up. 
And  the  company  says  it  expects  to 
prevail  in  the  recent  lawsuits.  "This  is 


Steven  C.  Borsse  is  fed  up.  Last 
November,  Borsse,  who  runs  his 
own  underwater  search  business 
in  Sebastian,  Fla.,  coughed  up  $358  for 
a  two-year,  prepaid  membership  on 
America  Online  Inc.  Borsse  uses  the 
service  to  search  for  potential  cus- 
tomers. But  since  aol  went  to  a 
monthly  $19.95  flat  rate  in  December, 
Borsse  tries  to  go  online  sometimes  20 
times  a  night  without  getting  a  con- 
nection. More  frustrating,  he  can't  get 
through  to  aol's  jammed  customer-ser- 
vice center.  "It's  hterally  impossible  to 
get  on  aol  at  night,"  says  Borsse.  "I 
do  business  on  the  Internet,  and  this 
has  really  hurt  me." 

Borsse  isn't  alone — and  now  aol's 
busy  signal  is  starting  to  cause  it  legal 
headaches.  On  Jan.  14,  five  AOL  cus- 
tomers filed  a  class  action  in  a  state 
court  in  Los  Angeles  alleging  that  the 
company  fraudulently  misrepresented 
its  service.  A  day  earli- 
er, another  aol  user 
filed  a  class  ac- 
tion in  New  ^--^ 
York  alleging  v**^ 
breach  of  con- 
tract.    And    a  ^ 
group  of  state 
attorneys  general, 
who  have  probed 
online  industry  billing 
practices  for  months,  are  now 
scrutinizing  the  latest  aol  snafu. 
State  officials  won't  comment  on  spe- 
cific inquiries.  But  warns  Thomas  F. 
Pursell,  senior  counsel  for  the  Min- 
nesota Attorney  General:  "If  somebody 
advertises  a  service  and  charges  for  it, 
but  people  can't  use  it,  it's  a  potential 
legal  issue." 

GRIDLOCK.  Industry  experts  think  aol 
and  other  online  service  providers  may 
have  to  rethink  their  unrestricted  flat- 
rate  plans.  Competitors  CompuServe 
Inc.  and  Netcom  On-Line  Communica- 
tion Services  Inc.  have  already  aban- 
doned the  mass  consumer  market,  in 
part  because  of  cutthroat  pricing.  And 
executives  at  Microsoft  Corp.'s  Mi- 
crosoft Network,  which  began  charg- 
ing a  flat  rate  at  Thanksgiving,  are 
monitoring  traffic  and  say  they  are  ex- 
panding capacity  by  25%  to  avoid  the 
same  problem. 

The  fallout  is  most  severe  for  aol, 
the  largest  online  service  provider,  with 


AOL'S  ASCENT 
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a  problem,"  Pittman  acknowledges. 
"But  it  is  solvable." 

The  current  service  nightmare  is 
hardly  the  first  misstep  by  the  Dulles 
(Va.)  company.  Complaints  about  aol 
billing  led  to  a  series  of  lawsuits  in 
1995 — settled  as  a  class  action  last  July 
in  a  deal  giving  members  fi-ee  time  on- 
line. The  agi-eement  cost  aol  about  $8 
million.  Then,  aol's  plan  late  last  year 
to  move  all  of  its  members  automati- 
cally to  the  new  $19.95  flat  rate  drew 
more  flak.  In  December,  the  company 
signed  an  agreement  with  20  states  al- 
lowing members  to  select  the  pricing 
plan  they  prefer.  The  deal  also  forces 
AOL  to  give  refunds  to  customers  who 
switch  back  to  their  old  plan  before 
Apr.  10 — $9.95  for  five  hours  of  online 
time,  $2.95  for  each  hour  after  that. 
Still  an  issue  in  some  states:  whether 
AOL  and  others  make  it  easy  enough 
for  customers  to  quit,  aol  members 
can't  cancel  online,  and  some  say  they 
can't  reach  customer  seiwice  to  cancel 
over  the  telephone. 
FIERCE  RIVALS,  aol's  latest  problem  is 
the  result  of  a  wildly  successful 
marketing  ploy.  About  75%  of 
aol's  customers  have  taken  the 
flat-rate  offer,  analysts  say.  As 
a  result,  total  daily  AOL  cus- 
tomer use  has  soared  from  1.6 
million  hours  online  in  October 
to  more  than  4  million  hours 
this  month.  In  the  past  quar- 
ter, AOL  added  a  record 
1.2  million  new  sub- 
scribers. The  increase  is 
central  to  aol's  efforts 
to  woo  more  advertisers  to 
its  sites. 

But  the  company  risks  alienat- 
ing new  subscribers  with  busy 
signals.  And  competition  from 
Internet-based  sei-vices  such  as 
MSN  and  other  Web-based  con- 
tent providers  remains  fierce. 
Laura  Jennings,  a  vice-presi- 
dent at  Microsoft  Network, 
says  MSN,  for  one,  expects  to 
lure  dissatisfied  customers  away 
fi-om  aol. 
Wall  Street  loves  the  company's  new 
pricing,  anyway.  Mounting  fears  about 
competition  and  pricing  pressure  had 
knocked  aol's  stock  down  as  low  as 
22%  back  In  October.  But  the  company's 
renewed  growth  under  the  flat  rate 
has  driven  it  back  to  nearly  38. 

That's  nice  for  the  sliareholdei-s.  But 
the  subscribers  want  attention— fast. 
Until  aol  fixes  its  network  glitches, 
the  company  is  risking  a  major  cus- 
tomer backlash  and  more  pesky  probes 
fi-om  I'egulators. 

B\i  Amy  Barrett,  in  Washington, 
with  Paul  Eng  in  New  York  and 
Kathy  Rebello  in  San  Francisco 
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American  News 


TYCO'S 

DEAL-A-MONTH  MAN 

Dennis  Kozlowski  buys  to  get  fast  growth 


Everywhere  L.  Dennis  Kozlowski 
goes  in  the  world,  he  scrutinizes 
the  local  fire  hydrants.  The  chief 
executive  of  lyco  International  Ltd.  isn't 
a  wannabe  firefighter.  He's  gauging  sales 
of  one  of  the  prosaic  but  vital  industrial 
products  made  by  his  conglomerate. 
"Our  wives  sometimes  think  we're  a 
bunch  of  dogs,"  jokes  a  colleague,  who 
admits  that  he,  too,  is  a  hydrant^spotter. 

For  the  sake  of  the  Tyco  spouses, 
perhaps  it  would  be  better  if  Kozlowsld 
doesn't  snare  his  latest  acquisition  tar- 
get: American  Standard  Cos.,  the 
world's  largest  maker  of  toilets.  News 
that  Tyco  might  be  interested  in  Stan- 
dard broke  on  Jan.  13,  when  The  Wall 
Street  Journal  reported  that  Standard 
had  rejected  a  tentative  $50-per-share 
offer  from  Kozlowski,  worth  $4  billion, 
back  in  early  December.  Public  disclo- 
sure of  the  spumed  offer  sent  Stan- 
dard's stock  soaring  7.5%,  to  $431<(.  That, 
in  turn,  stirred  speculation  that  share- 
holders might  pressui-e  Standard's  boai-d 
to  open  talks  with  Tyco. 

For  the  moment,  Kozlowski  niles  out 
a  hostile  bid  but  says:  "If  the  owners  of 
American  Standard  want  to  put  pres- 


FRIENDLY  BIDDER: 

Kozlowski  avoids 
hostile  deals 

sure  on  manage- 
ment, we're  open 
and  ready  for  dis- 
cussions." Although 
he  calls  $50  a  "fair 
price,"  Kozlowski 
says  "there  might 
be  opportunity"  for 
Tyco  to  raise  its  of- 
fer— if  Standard 
agrees  to  talks  and 
Tyco  executives 
ai-e  free  to  perform 
a  "due  diligence" 
probe  into  Stan- 
dard's books.  In 
addition  to  Stan- 
dard's plumbing 
business,  lyco  likes 
the  company's  big 
air-conditioning  op- 
eration. Standard, 
based  in  Piscat- 
away,  N.J.,  insists 
it  isn't  for  sale  and 
won't  talk  to  IVco. 

Failing  to  com- 
plete the  Standard 
deal  won't  put  a 
dent  in  KozlowsM's 
well-oiled  machine. 
A  disciplined  ceo 
who  has  run  lyco 
since  mid-1992,  Kozlowski,  50,  has 
vsTung  impressive  growth  and  profits 
from  mundane  businesses,  lyco  had 
earnings  of  $310  million  on  revenues  of 
$5.1  billion  for  the  year  ended  June  30, 
up  226%  and  64%,  respectively,  since 
Kozlowski  took  the  helm.  Its  stock  is  a 
Wall  Street  favorite,  soaring  67%  in  the 
past  year,  to  about  $55.  "This  is  one  of 
the  great  companies  of  America,  both  in 
performance  and  eoi-porate  governance," 
says  Robert  A.  G.  Monies,  a  shai-eholder 
activist  who  was  a  Tyco  dh-ector  for  10 
years  until  1994. 

Acquisitions  ai-e  cracial  to  Tyco's  fast 
growth.  Executives  sort  through  sev- 
eral hundred  potential  deals  a  year  to 
find  a  dozen  or  so  gems.  Since  mid- 
1994,  the  company  has  paid  $2.4  bil- 
lion for  24  companies.  Most  were  small 
to  midsize  concerns  in  little-heralded 


MUNDANE 


businesses  such  as  valves,  pipes,  and 
disposable  medical  supplies.  "I  don't 
want  to  be  in  sexy  industries  that  the 
whole  world  is  paying  attention  to," 
says  Kozlowski. 

Kozlowski  insists  on  a  few  simple 
rules:  Deals  must  be  friendly  and  must 
immediately  add  to  earnings.  In  calcu- 
lating whether  one  vdll  pay  off,  Tyco 
managers  are  only  allowed  to  assume 
cost  savings,  not  sales  growth.  "Cost 
reductions  we  know  we  can  get,"  says 
Kozlowski.  "Revenue  growth  can  be 
more  elusive."  Insiders  say  Kozlowski 
isn't  afraid  to  walk  away  from  over- 
priced deals.  "He  knows  it's  not  closing 
the  deal  that  matters,  it's  what  you  do 
with  it  afterwards,"  says  Terry  L.  Hall, 
a  former  Tyco  chief  financial  officer. 
UNCAPPED  BONUSES.  In  most  cases,  "Tyco 
has  succeeded  in  wringing  marked  gains 
out  of  its  acquisitions.  One  reason:  The 
company's  operating  executives  are  given 
an  unusual  degree  of  autonomy.  Only  40 
people  staff  lyco's  modest  Exeter  (N.  H.) 
headquarters.  Operating  executives  agree 
on  an  ambitious  annual  plan  with  head- 
quarters, then  are  left  to  run  their  divi- 
sions  with  minimal  interference — unless 
their  numbers  are  poor.  "It's  like  being 
an  entrepreneur,"  says  John  C.  Mclntyre, 
a  retired  Tyco  executive. 

Far  more  than  most  companies,  T^'co 
gears  managers'  compensation  to  per- 
formance. Only  a  small  part  of  an  exec- 
utive's pay  is  guaranteed  salary,  and 
bonuses  are  uncapped.  In  the  past  fiscal 
year,  two  operating  heads  at  I^'co  made 
close  to  $2  million.  Kozlowski  took  home 
$8.9  million,  the  bulk  in  stock-based  pay. 

A  home-grown  lyco  executive  who 
joined  the  company  in  1975,  Kozlowski 
relaxes  in  his  free  time  by  fljong  his 
own  airplane  and  helicopter.  Back  in 
the  office,  he  works  12-hour  days  to 
keep  up  "I^'co's  deal-a-month  pace.  He 
says  the  company  plans  to  acquii-e  three 
smallish  valve  makers  in  the  next  two 
months,  adding  more  than  $250  million 
in  annual  revenues.  I^'co  also  is  bid- 
ding for  AT&T's  fiber-optic  operation, 
which  could  fetch  $1  bilUon.  But  even 
with  these  deals  in  the  offing,  the  pa- 
tient and  methodical  Kozlowski  hasn't 
given  up  hope  that  he  may  eventually 
flush  out  American  Standai-d. 

By  Mark  Maremont  in  Boston^  iviUi 
Joseph  Webei'  in  Philadelphia 


"I  don't  want  to  be  in  sexy  industries 
that  the  whole  world  is  paying  attention  to,"  says 
Kozlowski,  as  he  stalks  the  biggest  toilet  maker 
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INTEL:  NOWHERE 
TO  GO  BUT  DOWN? 

IT  isn't  easy  being  INTEL. 

On  Jan.  14,  the  company  re- 
ported a  record-shattering 
1996  fourth  quarter,  with 
profits  of  $1.9  billion,  more 
than  double  the  same  period 
in  1995,  on  41%  revenue 
growth  to  $6.4  billion.  But  In- 
tel shares  fell  3%  the  next 
day,  to  142,  after  the  company 
warned  that  revenues  likely 
wfll  be  flat  in  the  first  quarter 
of  1997  and  that  gross  mar- 
gins wiU  fall  below  the  giddy 
63%  level  of  the  fouith  quar- 
ter. The  problem:  The  first 
three  months  of  the  year  are 
historically  the  chip  industry's 
slowest,  and  the  costs  of 
ramping  up  production  of  the 
company's  new  mmx  chips  will 
dampen  margins.  Growth  for 


CLOSING  BELL 


JUMPING  BEANS 

When  the  U.S.  Agriculture 
Dept.  delivered  its  monthly 
forecast  for  crops  on  Jan.  10, 
traders  were  aghast:  It  had 
reduced  its  supply  estimate 
for  soybeans  to  155  million 
bushels,  the  lowest  number 
since  1976.  In  October,  the 
government  had  pegged 
1997  supplies  at  195  million 
bushels,  then  in  November 
revised  that  down  to  180 
million.  Soybean  prices  are 
jumping:  By  Jan.  14,  they  had 
already  hit  $7.37.  It's  likely 
that  they  will  continue  to  rise 
through  the  spring,  traders 
predict. 
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DATA:  BLOOMBERG  HNANCIAL  MARKETS 


all  of  1997  should  be  good: 
Dataquest  figm-es  Intel's  sales 
of  32-bit  processors  will  jump 
40%  to  92  million  units. 


A  PARTING  OF  THE 
WAYS  AT  TANDY 

A  TANDY   BOARD  MEMBER 

has  resigned  in  disgust  over 
the  company's  performance— 
at  least  that's  the  way  he  tells 
the  story.  On  Jan.  15,  Jesse 
Upchurch,  stepson  of  Tandy 
founder  Charles  Tandy  and 
the  company's  largest  nonin- 
stitutional  investor,  quit 
Tandy's  board,  citing  an  "on- 
going impasse"  with  other  di- 
rectors over  how  to  rate  the 
performance  of  Tandy  ceo 
John  Roach.  "With  the  right 
leadership,  I  beUeve  Tandy/ 
RadioShack  can  again  be  a 
market  leader,"  says  Up- 
church,  whose  family  owns 
about  2.5%  of  the  company's 
stock.  However,  Upchurch  also 
admits  the  company  told  him 
he  would  not  be  renominated 
for  a  directorship.  Ikndy  could 
not  be  reached  for  comment. 


PLACER  DOME  GOES 
FOR  THE  GOLD 

CALL  IT  A  DISPUTE  AMONG 

gold  bugs.  On  Jan.  14,  Placer 
Dome  proposed  a  $5  billion 
merger  with  Bre-X  Minerals, 
the  tiny  Canadian  firm  that 
discovered  the  Busang  gold 
deposit  in  Indonesia,  perhaps 
the  world's  largest.  In  De- 
cember, Bre-X — on  instruc- 
tions from  the  Indonesian 
government — proposed  to  de- 
velop Busang  with  Barrick 
Gold,  lender  a  plan  that  would 
give  Barrick  67.5%  of  a  mine 
estimated  to  be  worth  over 
$20  billion.  Placer  is  attempt- 
ing to  upset  that  plan,  partly 
by  offering  to  give  Indone- 
sian interests  up  to  40%  of 
the  mine,  vs.  10%  under  the 
Barrick-Bre-X  deal.  Barrick 
says  it  doesn't  consider  Plac- 
er's bid  "serious"  and  predicts 
that  the  government  soon 
will  0.  K.  its  Bre-X  deal. 


HEADLINER:  JESSE  JACKSON 


FROM  SELMA  TO  MORGAN  STANLEY 


Watch  out.  Wall  Street.  To 
shift  the  focus  of  the  civil- 
rights  movement  from  the 
statehouse  to  the  "seat 
of  capital,"  the  Rev- 
erend Jesse  Jack 
son  on  Jan.  15 
announced  that 
his  Rainbow/ 
PUSH  Coalition  ( 
will  open  an 
office  at  40  Wall 
St.  by  mid-Febru- 
ary. The  office  will 
try  to  get  the  Street  to 
hire  and  promote  more 
women  and  minorities. 
"Our  struggle  never  quite 
made  it  directly  to  Wall 
Street  before,"  he  says. 

Jackson  also  announced  a 
pact  vrith  Mitsubishi  that 
wiU  end  a  boycott  against 
the  Japanese  carmaker 
backed  by  Rainbow/PUSH 


and  the  National  Organiza- 
tion for  Women.  The  boy- 
cott began  in  the  wake  of 
sexual-harrassment  alle- 
gations at  the  com- 
pany's Normal 
(lU.)  plant.  Mit- 
subishi says  it 
will  ensure  that 
15%  of  its  deal- 
erships have  mi- 
nority or  female 
ownership  within 
five  years  and  that  it 
wiU  start  talks  to  rehire  the 
women  who  are  suing  the 
company.  (The  lawsuits  and 
a  federal  probe  continue.) 

Jackson  plans  a  similar 
strategy  with  Street  firms. 
His  group  has  already  met 
with  employees  at  Morgan 
Stanley  who  claim  to  have 
been  disciiminated  against. 

By  Catherine  Amst 


MORE  ALTERATIONS 
FOR  THE  LIMITED 

LESLIE  WEXNER  ANNOUNCED 

another  shakeup  at  The  Lim- 
ited on  Jan.  13.  With  the  re- 
tailer's performance  sputter- 
ing, CEO  Wexner  plans  to 
shutter  200  of  the  chain's  3,080 
Express,  Lane  Bryant,  Lemer, 
and  Limited  specialty  women's 
apparel  outlets.  He  also  is  talc- 
ing emergency  steps  to  shore 
up  management  at  faltering 
Express  by  putting  Vice- 
Chairman  Michael  Weiss  back 
at  the  helm.  Victoria's  Secret 
and  the  Cacique  lingerie  chain 
are  getting  management 
shakeups,  too.  The  company's 
stock,  however,  bai-ely  budged 
on  the  announcement. 


BRACING  FOR 

A  MAD  COW  EPIDEMIC 

WILL   BRITAIN'S  OUTBREAK 

of  "mad  cow  disease"  lead  to 
a  tragic  human  epidemic?  So 


far,  only  14  Britons  have 
been  stricken  with  a  previ- 
ously unknown  version  of  a 
similar  human  illness.  But  a 
sobering  new  analysis  in  the 
January  16,  1997  issue  of 
the  journal  Nature  argues 
that  the  current  victims  may 
be  only  the  tip  of  a  huge  ice- 
berg, given  that  the  disease 
can  take  a  decade  or  more  to 
develop.  If  a  mere  50  or  so 
new  cases  appear-  in  1997,  the 
aiticle  says,  it  could  signal  an 
epidemic  that  could  eventu- 
ally hit  thousands. 

ET  CETERA . . . 

■  Enron  plans  to  bid  on  sup- 
plying power  to  San  Fran- 
cisco and  Los  Angeles. 

■  Jerry  Seinfeld  gets  $1  mil- 
lion a  show;  Elaine,  lO-amer, 
and  Geoi'ge  want  the  same. 

■  Al  Gore  ordered  changes 
to  Boeing  737  rudders  for 
safety  reasons. 

■  Three  Asian  execs  pleaded 
guilty  in  Ai'cher  Daniels  Mid- 
land's lysine  price-fixing  case. 
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Marketing 


BRANDS 


THE  WORLD 
ACCORDING  TO  GAP 


It's  out  to  take  its  place  beside  powerhouses  like  Coke  and  Nike 


Nobody  could  ever  accuse  Gap  Inc.'s 
boss  of  thinking  small.  "I  always 
wanted  for  the  Gap  to  be  as  fa- 
mous as  Coca-Cola,"  says  Millard 
S.  "Mickey"  Drexler,  president  and  chief 
executive  of  the  San  Francisco-based  re- 
tail giant.  That's  a  pretty  grand  wish  for 
a  company  that  for  decades  styled  itself 
as  an  innovative  seller  of  jeans  and 
T-shirts.  But  recently  Drexler  has  been 
refashioning  Gap's  retail  operations,  re- 
jiggering  the  merchandise  mix,  and  most 
important,  readjusting  internal  attitudes 
in  a  bid  to  ti-ansform  the  apparel  chain 
into  a  portfolio  of  powerhouse  brands. 

Founded  in  1969  by  Donald  G.  and 
Doris  F.  Fisher,  whose  innovation  was 
offering  lots  of  sizes  and  styles  of  jeans 
in  one  place.  Gap  long  struggled  with 
the  conundrum  of  how  to  keep  growing 
without  having  to  grow  up.  Wary  of  out- 
siders, the  company  kept  largely  to  itself, 
shunning  publicity  and  potential 
business  partners.  Even  its  dis-  TOY  STORY 
tinctive  ads  were  created  in-house.  p     ,       t  nf  rl 
And  with  the  exception  of  Banana  Startea 
Republic,  purchased  in  1983,  ac-  experimenting 
quisitions  have  been  few.  "We  withoutside 
were  like  little,  immature  kids: 
Leave  us  alone,  and  let  us  do  our 
own  thing,"  observes  Robert  J. 
Fisher,  chief  operating  officer  and 
one  of  two  Fisher  sons  at  the  $5 
billion  multinational  company. 
UMITEO  VISION.  But  that  was  be- 
fore Gap's  phenomenal  growth  be- 
gan to  sputter.  Sales  at  stores 
open  for  more  than  a  year — a  cru- 
cial measure  for  retailers — had 
grown  an  average  of  12%  from  1986  to 
1991  but  slowed  to  a  grim  1%  in  1993 
and  1994  and  were  flat  in  1995.  Gap  ex- 
ecutives and  analysts  began  to  wonder 
whether  the  glory  days  had  come  to  an 
end.  Fisher  says  the  company's  insulai- 
personality  was  limiting  its  vision  for 
the  future.  "We  were  looking  at  our- 
selves as  a  store  rather  than  a  brand. 
When  you  do  that,  you  cb^w  thick,  heavy 
lines  around  your  freedom." 

In  an  attempt  to  break  out  of  that 
cage,  Gap  has  spent  the  past  three  years 


reworking  its  brands  to  capture  a  broad- 
er customer  base.  In  1994,  it  launched 
Old  Navy  Clothing  Co.,  a  mass-market 
chain  with  a  funky  image  that  should 
reach  the  bUhon-doUar  sales  mark  this 
year.  It  transformed  struggling  Banana 
Republic  into  an  upscale  retailer  that 
racked  up  an  estimated  $750  million  in 
sales  in  1996.  And  it  reinvigorated  the 
core  Gap  chain  through  international 
growth,  new  ads,  new  products,  and  in- 
novative partnerships.  "They  have  a 
Neiman  Marcus,  a  Mac/s,  and  a  J.C. 
Penney,"  says  Todd  D.  Slater,  an  ana- 
lyst at  Lazard  Freres. 

That  breadth  has  helped  pump  up 
sales.  Gap  Inc.'s  comparable  store 
sales  rebounded  5%  last  year, 
while  total  sales  rose  21%.  And 
at  a  time  when  most  retailing 
stocks  are  underperforming  the 
market — the  volatile  indus- 


partners  to 
produce  such 
merchandise 
as  Gap  Barbie, 
which  hit 
stores  over 
the  holidays 


try  group  was 

up  18%  in  the  past  year,  compared  with 
22%  for  the  Standai-d  &  Poor's  500-stock 
index — Gap's  long-lagging  stock  climbed 
46%.  "We  think  they  can  continue  to 
gi-ow  earnings  at  a  15%  annual  rate," 
says  Janet  Bunch,  a  vice-president  at 
Montag  &  Caldwell  Inc.,  an  Atlanta  in- 
vestment adviser  and  one  of  Gap's 
biggest  shareholdera. 

How  did  Gap  manage  to  broaden  its 
reach?  Industry  experts  say  it  began 
with  the  52  yeai--old  Drexler,  a  14-yeai- 
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Gap  vetei-an  who  became  ceo  in  1995. 
"Mickey  has  made  the  transition  from 
merchant  prince  to  executive,"  says 
NatWest  Secm-ities  Coip.  retail  analyst 
Robert  F.  Buchanan,  who  credits  him 
with  a  new  emphasis  on  strategy  and 
innovation.  Ideas  ai'e  emerging  at  such  a 
frenzied  pace  that  Gap  maintains  what  in- 
sidei-s  dub  "the  vapor  list"  to  track  those 
that  can't  be  implemented  immediately. 

One  of  the  most  visible  changes — ag- 
gressive store  expansion — grew  out  of 
Drexler's  study  of  highly  branded  com- 
panies, such  as  Gillette,  McDonald's,  and 
Nike.  Drexler,  who  pored  over  Coca-Cola 
Co.'s  annual  report,  says  these  brands 
showed  him  that  ubiquity  could  be  a 


CEO  DREXLER:  A  new  emphasis  on 
strategy  and  innovation 


SPONGE 
AT  OLD  NAVY 
STORES 


JACKET 
WITH  NBA 
TEAM  LOGO 


BAR  OF 
SOAP  AT 
OLD  NAVY 
STORES 


powerful  business  for- 
mula. "The  fu-st  thing 
that  hits  you  is  that 
you  can  buy  them  in 
a  lot  more  places  than 
you  can  buy  Gap," 
says  Drexler.  "We 
knew... we'd  have  to 
have  our  products 
available  at  more 
locations." 

The  result:  Gap 
shops  have  started 
popping  up  in  such 
unconventional  sites 
as  stiip  malls  and  air- 
ports. "That's  a 
change  in  thinking 
about  where  we 
should  be  selling  our 
products,"  says  Drex- 
ler. Old  Navy  already 
accounts  for  a  quarter  of  the  company's 
retail  space  and  contributes  an  estimated 
16%  of  total  sales  after  just  three  yeai's 
in  business.  Banana  Republic  has  added 
stores,  including  some  men's-only  and 
women's-only  outlets.  BabyGap,  once  just 
a  subset  vsdthin  GapKids,  now  has  17  of 
its  own  locations,  with  40  more  planned 
for  this  year.  AH  told,  the  company  now 
operates  1,651  stores  in  the  U.  S.  and  an 
additional  209  abroad.  And  next  year. 
Gap  will  spend  some  $400  million  to 
increase  overall  retail  space  by 
18%.  Still  on  the  vapor  list:  a  sep- 
arate Old  Navy  for  kids. 

But  ubiquity  means  more 
than  just  a  lot  of  new  storefronts. 
Gap  has  started  to  plaster  its  brand 
names  on  everything  from  nail  poHsh 
to  watches.  "The  essence  of  a  mega- 
brand  is  leveraging  your  brand  into 
other  product  categories,"  says  Adelle 
B.  Kirk,  manager  of  consumer  market- 
ing at  Kurt  Salmon  Associates,  a  re- 
tail consulting  firm. 
OVERLAP.  But  before  Banana  RepubUc 
could  leverage  its  name,  it  had  to  figure 
out  what  that  name  meant.  A  few  years 
ago,  it  was  a  weak  imitation  of  the  Gap 
chain  with  an  odd  safari  overlay.  Com- 
pany surveys  showed  an  80%  overlap  at 
one  point  between  Gap  and  Banana  Re- 
public shoppers.  "It's  hard  to  out-Gap 
the  Gap,"  says  Drexler.  So  Banana  Re- 
public tossed  out  almost  eveiytliing  ex- 
cept the  name  and  started  over.  Out 
\  went  the  fake  palm  trees.  In  came  rich- 
looking  fbrtures  and  leather  sofa.s  along 
;  with  new,  upscale  merchandise.  It 
/  added  bedsheets  in  November  after 
»  research  revealed  that  customers  craved 
more  Banana  Republic-style  merchan- 
dise. "People  were  saying:  'I  don't  just 
want  to  shop  at  Banana  Republic.  I  w;int 
to  live  there,'"  says  Div.  President 
Jeanne  Jackson,  hired  in  1995.  That 
helped  boost  sales  by  an  estimated  18% 


in  each  of  the  past 
two  years.  Jackson  is 
now  planning  a  Ba- 
nana Repubhc  cata- 
log— a  business  aban- 
doned in  1988. 

Gap  also  is  stretch- 
ing itself  with  new 
advertising  and  mar- 
keting strategies — 
something  it  needed 
after  some  lackluster 
campaigns.  In  Decem- 
ber, it  joined  the  Cy- 
ber Age  with  the 
launch  of  a  Gap  stores 
Web  site,  complete 
with  an  interactive 
dress-up  doll.  Old 
Navy  has  hosted 
splashy  store  openings 
featuring  celebrities 
such  as  Cindy  Crawford.  And  Banana 
Republic  has  begun  sponsoring  outside 
events — such  as  the  Aspen  Food  &  Wine 
Festival — ^to  appeal  to  its  affluent  cus- 
tomer base.  Gap  also  returned  to  TV  ad- 
vertising after  a  four-year  hiatus.  AH  this 
comes  at  a  hefty  price.  Gap  spent  rough- 
ly $90  million  on  advertising  in  1996,  up 
from  $64  million  in  1995. 
BALANCING  ACT.  Gap  is  no  longer  afraid 
to  look  beyond  its  own  executive  offices 
for  new  products  and  ideas.  Drexler  re- 
cently handed  over  authority  for  praduct 
development  and  mai'keting  to  each  re- 
tail division,  a  move  that  led  Banana 
Repubhc  to  hii'e  an  outside  ad  agency. 
New  York-based  Bai-on  &  Baron.  Gap 
has  also  started  hooking  up  wth  outside 
partners  to  produce  such  co-branded 
merchandise  as  Gap  Barbie,  which  ap- 
peared on  shelves  over  the  hoUdays.  A 
Unk  with  the  National  Basketball  Assn. 
led  to  testing  sports  appai-el  with  pro 
team  logos  for  kids. 

Not  every  new-product  expei-iment 
has  been  a  winner.  The  company  is 
scrapping  such  poor  sellers  as  paper 
goods  and  electronics.  Wliat's  more,  cus- 
tomers began  to  complain  that  Gap  had 
moved  too  fai-  from  its  roots.  "We  never 
want  to  hear  the  customer  say  Tou  have 
nice  sunglasses,  but  I  can't  find  jeans  in 
my  size,' '.'  says  Fisher.  Concedes  Drexlen 
"We  took  on  a  few  too  many  initiatives." 

Drexler  insists  that  the  new  emphasis 
on  brand  e.xtensions  will  not  come  at  the 
expense  of  Gap's  devotion  to  basic  re- 
tailing. He  still  reads  all  customer  lettei-s 
adch-essed  to  him  and  visits  stores  week- 
ly. He  admits,  however,  that  balancing 
Gap's  past  with  its  ambitious  future  will 
be  tricky.  After  all,  Gap  may  be  opening 
a  lot  of  "new  stores,  but  it  isn't  just  a  re- 
tailer anymore.  Unless  you  think  tliat 
Coca-Cola  just  makes  soda  pop. 

By  Linda  Himclstein 
in  San  FraJicisco 
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MARKETS 


IS  THE  MARKET 
JUST  PLAIN  NUTS? 

No.  Higher  rates  are  being  trumped  by  strong  earnings 


Ml 


Ionth  after  month,  the  stock  mar- 
ket keeps  confounding  its  critics. 
Strategists  see  yearend  forecasts 
eclipsed  within  weeks.  Tradi- 
tional valuation  yardsticks  prove  use- 
less. And  in  recent  weeks,  stocks 
smashed  through  a  barrier  that  conven- 
tional wisdom  says  should  have  stopped 
them  dead  in  their  tracks:  higher  inter- 
est rates.  The  yield  on  the  30-year  Trea- 
sury bond  is  more  than  40  basis  points 
higher  than  it  was  in  early  December. 
Rather  than  swooning  in  sympathy  with 
bond  prices,  however,  the  Dow  Jones 
industrial  average  has  vaulted  240 
points  since  Dec.  2.  And  in  the  first  10 
trading  days  in  Januai-y,  it  broke  six 
new  records. 

Normally,  the  fear  that  inflationai^ 
pressures  would  spur  the  Federal  Re- 
serve to  hike  interest  rates  spills  over 
from  the  bond  market  into  stocks.  After 
all,  higher  rates  could  cut  into  corpo- 
rate profits  through  higher  bon-owing 
costs  and  weaker  consumer  spending. 
But  the  market  seems  to  be  "absorbing 
a  potential  rate  hike — or  even  more 
than  one,"  says  Laszlo  Birinyi  Jr.,  of 
Birinyi  Associates  Inc.,  in  Greenwich, 
Conn.  Birinyi  expects  to  see  continued 
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YIELD  ON  311-VEAR 
TREASURY  BOND 


economic  strength  and  a  broadening  of 
the  rally  to  include  more  strength  in 
cyclical  stocks.  He  "wouldn't  be  sur- 
prised to  see  the  Dow  near  8000"  at 
yearend. 

LESS  FEAR.  Federal  Reserve  Chaii-man 
Alan  Greenspan  may  question  whether 
"irrational  exuberance" 
is  at  work,  but  there 
are  a  host  of  rational 
explanations  for  the 
market's  advance.  The 
prospect  of  stronger 
earnings  seems  to  be 
overshadowing  the 
fears  associated  with 
higher  interest  rates. 
"If  the  Fed  is  pushing 
rates  liigher  and  you'i-e 
going  to  see  a  reces- 
sion, then  you  sell  your 
stocks,"  says  Bluford 
Putnam,  cliief  strategist 
for  Bankers  Ti'ust  In- 
vestment Management. 
"But  if  the  market  is 
pushing  interest  rates 
higher  because  the 
economy  is  doing  well, 
then  you  raise  your 


DESPITE  RISING  RATES 


STOCKS  HAVE  SOARED 
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earnings  forecast  and  buy 
stocks."  That  approach  worked 
in  the  first  five  months  of 
1996,  when  bond  yields  rose 
fi'om  5.95%  to  more  than  7%, 
yet  the  Dow  gained  more  than 
10%.  Notes  Jeffrey  Applegate, 
chief  investment  strategist  at 
Lehman  Brothers  Inc.:  "The 
stock  market  can  take  the 
same  data  about  decent  job 
growth  and,  even  though  the 
bond  mai'ket  is  selling  off,  can 
say:  'If  job  growth  is  O.K., 
then  demand  is  0.  K,  so  cor- 
porate profits  are  0.  K.,  and 
we  can  ignore  the  bond  mar- 
ket for  a  while.' " 

Fourth-quarter  earnings  are 
indeed  off  to  a  strong  start. 
"We're  seeing  a  trend  that,  in 
general,  earnings  sui"prises  are  positive," 
says  Stanley  Le\'ine,  director  of  quanti- 
tative research  at  First  Call  Corp. 
Fom-th-quarter  earnings  for  the  43  com- 
panies reporting  as  of  Jan.  13  are  coming 
in  2.3%  higher  than  expected.  Of  those 
companies,  16  reported  earnings  signifi- 
cantly different  from  the  expectation,  and 
of  these  16,  12  were  positive  surpiises. 
On  Jan.  14,  Intel  Corp.  pro%'ided  another 
stunner,  reporting  earnings  more  than 
double  those  for  the  same  period  a  year 
ago — and  way  above  expectations. 

"With  inflation  low,  tlie  quality  of  earn- 
ings remains  strong.  Excluding  food  and 
energy  costs,  the  coirsumer  price  index 
rose  just  0.1%  in  December.  "People  ai-e 
saying,  '  This  is  gi-eat.  We've  got  growth 
that's  not  generating  inflation,'"  says 
Elizabeth  J.  Mackay,  investment  strate- 
gist at  Beai-,  Steams  &  Co. 

Inflows  into  equity  mutual  funds 
slowed  in  December, 
but  are  back  with  a 
vengeance.  Fimd  flows 
are  usually  strong  in 
Januai->'  as  bonus  mon- 
ey is  invested,  quai-ter- 
ly  pension  contributions 
;u"e  made,  and  new  re- 
tirement plans  are 
started.  At  Charles 
Schwab  &  Co.,  more 
than  $653  million  had 
cascaded  into  stock 
funds  by  Jan.  10,  com- 
pai-ed  to  $60  million  for 
all  of  December.  If  that 
pace  continues,  the 
flows  will  top  the  $1.8 
billion  that  poured  into 
Schwab  last  January. 
"There  was  a  lot  of 
pent-up  demand,"  says 
Ti-acev     Gordon,  a 
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spokesperson.  "On  January  1,  it  was  as 
if  the  starting  gun  went  off,  and  in- 
vestors said,  We're  back.' " 

Critics  warn  that  should  the  market 
coiTect,  small  investors  could  bolt  and 
pull  their  support.  But  small  investors 
have  routinely  used  market  dips  as  buy- 
ing opportunities.  Ralph  J.  Acampora, 
Prudential  Securities  Inc.'s  technical  an- 
alyst, sees  baby  boomers  fueling  the 
market  with  regular  retirement  contri- 
butions for  the  next  decade.  Acampora 
also  envisions  a  Dow  of  8000  by 
yearend. 

The  market  may  also  be  getting  a 
boost  from  foreign  investors.  Interna- 
tional investors  have  been  moving  into 
U.S.  stocks  since  the  third  quarter  of 
1996,  and  "interaction  with  European 
clients  shows  that  [the  buying]  is  con- 
tinuing," says  Gail  M.  Dudack,  chief  eq- 
uity strategist  at  ubs  Securities  Inc. 
FICKLE  FRIENDS.  This  new  source  of 
funds  may  prove  volatile.  "It's  a  whole 
new  and  unexpected  development,"  says 
Dudack.  The  risk,  she  says,  is  that  such 
buyers  are  currency  players  rather  than 
valuation  players.  "As  long  as  the  doUar 
is  strong  and  the  market  holds  up, 
they^l  keep  their  money  here,  but  they 
can  be  very  fickle  if  the  currency  goes 
against  them,"  she  says. 

Dudack  and  other  market  mavens  are 
concerned  that  the  market  is  getting 
ahead  of  itself.  "Equity  valuation  hasn't 
looked  that  strong  since  October,  and 
it's  gone  up,"  she  says.  "This  is  a  liq- 
uidity-driven market,  pure  and  simple." 


A  correction  may  not 
spook  small  investors. 
But  a  dollar  drop  could 
spook  foreigners 


Says  Douglas  R.  Cliggott,  J.  P.  Morgan 
Securities  Inc.'s  equity  strategist:  "In 
the  last  couple  of  days  we've  been  talk- 
ing about  a  fully  valued  market.  We've 
moved  ahead  of  what  current  earnings 
expectations  would  justify." 

The  stock  market  has  a  long  history 
of  outwitting  those  who  follow  it  for  a 
living,  however.  At  yearend  199.5,  the 
consensus  of  more  than  40  strategists 
surveyed  by  business  week  was  for  a 
.5%  rise  in  the  Dow  in  1996.  It  jumped 
24%.  When  surveyed  about  prospects 
for  1997,  expectations  were  again  for  a 
•5%  gain.  As  of  Jan.  14,  the  Dow  was  up 
4.3%.  No  doubt  1997  will  be  a  volatile 
year.  But  with  inflation  low  and  the 
economy  strong,  the  bull  is  on  track  to 
confound  the  gurus  once  again. 

By  Suzanne  WooUey  in  Nevj  York 


COMMODITIES 


EVEN  MIDAS  MIGHT  NOT 
TOUGH  THIS  MARKET 

A  central-bank  sell-off  could  depress  the  gold  market  further 


JAN.  12,  '96 
▲  DOLURS 


By  natui-e,  goldbugs  are  true  believ- 
ers. But  the  past  year  has  been 
enough  to  rattle  the  faith  of  even 
the  most  committed  zealots.  From  $418 
an  ounce  last  February  on  the  New 
York  futures  mai-ket,  gold  plummeted 
relentlessly  to  a  three-year  low  of 
$354.70  on  Jan.  14.  Moans  Jean-Marie 
Eveillai-d,  manager  of  SoGen  Gold  Fund: 
"If  gold  doesn't  move  up,  even  I'll  have 
to  be  discouraged." 

What's  behind  the  debacle?  Mainly, 
selling  by  European  central 
banks  during  the  year  and 
the  threat  of  future  sales. 
One  likely  motive  for  selling 
is  the  banks'  desire  to  im- 
prove returns  by  shifting 
more  assets  into  income-pro- 
ducing financial  investments. 
The  Dutch  government  was 
a  key  catalyst  last  year,  sell- 
ing 300  tons,  one-third  of  its 
reserves.  Piggybacking  on 
the  Dutch  divestitures,  short- 
selling  by  commodity-fund 
managers  added  force  to  bul- 
lion's decline. 

"MYTH."  At  the  same  time, 
bearish  gold  traders  are  bet- 
ting that  central  bankers  wdll  cash  in 
thousands  of  tons  of  gold  to  help  meet 
the  debt  and  budget-deficit  criteria  re- 
quired by  Europe's  planned  move  to  a 
single  currency  in  1999.  If  those  sales 
occur  or  accelerate,  which  some  bears 
see  as  likely,  they  could  sink  the  mar- 
ket for  years  to  come.  Alarmists  warn 
that  even  the  gold-loving  Swiss  are 
priming  the  pump  for  sales,  a  situa- 
tion akin  to  McDonald's  getting  out  of 
the  hamburger  business.  "We're  blow- 
ing away  the  myth  that  central  banks 
will  sit  on  gold,"  declares  analyst  Andy 
Smith  at  Union  Bank  of  Switzerland, 
whose  long-term  forecasts  peg  gold  be- 
low $300. 

As  if  that  weren't  enough,  anemic  in- 
vestment demand  has  contributed  to 
the  malaise:  Japanese  investors  whose 
buying  propped  up  the  market  in  199.5 
bought  38%  less  of  the  metal  in  1990, 
partly  becau.se  a  stronger  yen  made  dol- 
lar-denominated gold  more  expensive. 
Inflation,  always  gold's  best  friend,  has 
been  Cjuiescent.  Anrl  booming  slock  mar- 
kets are  attracting  such  a  huge  share  of 
investors'  funds  across  the  globe  that 
gold  seems  beside  the  point.  "Who 


needs  an  alternative  investment  if  fi- 
nancial assets  keep  going  up?"  complains 
SoGen's  Eveillard. 

Many  seers,  though,  say  gold  prices 
are  nearing  bottom  and  predict  the  mar- 
ket will  return  to  a  relatively  dull,  nar- 
row trading  range.  They  say  that  cen- 
tral banks  will  be  cautious  about 
unloading  an  asset  earmarked  as  insur- 
ance against  disaster,  making  huge  sales 
unlikely.  Indeed,  the  market  may  be  re- 
acting to  a  threat  that  will  never  mate- 

A  GOLDBUG  S  NIGHTMARE 
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riaUze,  says  J.  Clai'ence  Monison,  ana- 
lyst at  Pi-udential  Securities  Inc.  "We've 
seen  notliing  cataclysmic,"  he  notes. 

Moreover,  fundamentals  look  sup- 
portive: Mine  production  still  lags  well 
behind  jeweh-y  and  fabrication  demand. 
Even  if  currency  unification  inspires 
modest  central-bank  selling,  that  will 
do  little  more  than  keep  the  market 
from  rallying  too  sharply,  rather  than 
force  it  to  historic  lows.  To  be  sure, 
goldbugs  betting  on  a  siu-ge  in  the  met- 
al could  have  a  long  wait.  But  the  bears' 
wonnes  have  ran  their  course  for  now, 
says  Vahid  Fathi,  metals  analyst  at  Ev- 
eren  Securities  Inc.:  "Most  of  the  cor- 
rection is  boliind  us." 

Investors  who  want  to  stay  in  gold 
should  look  beyond  bullion  and  exploi-e 
midsize  stocks  willi  strong  production, 
resoi'vos,  and  cash  flows,  such  as  Col- 
orado's Getchell  Gold  Corp.  and  Aus- 
tralia's Plutonic  Resources  Ltd.,  says 
gold-fund  manager  Victor  Floi-es  at  U.  S. 
Global  Invesloi-s  Inc.  "Look  for  value," 
he  urges.  And  don't  expect  too  much 
action.  For  battered  goldbugs,  a  bit  of 
dullness  could  be  a  welcome  relief. 

By  Greg  Bums  in  Chicago 
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Finance 


LATIN  DEBT 


WHAT'S  HOnER  THAN  SALSA? 
LATIN  BONDS 

High  yields  and  improved  fundamentals  are  winning  converts 


Thii-ty-five  percent.  That's  the  aV' 
erage  retui"n  investors  earned 
last  yeai-  on  Latin  American 
bonds,  about  10  times  what  U.  S 
Treasuries  delivered.  Shunned 
as  high-risk  by  all  but  the  most 
venturesome  just  a  few  years 
ago,  Latin  debt  is  now  in  such 
demand  that  issuers  sold  a 
record  $50  billion  in  bonds  on 
global  markets  in  1996  (chart). 
What's  more,  1997  is  off  to  a 
inmning  start. 

With  Mexico's  1994  currency 
collapse  all  but  forgotten,  in- 
vestors snapped  up  a  $1  biUion 
Mexican  government  bond  is- 
sue in  the  fu-st  week  of  January. 
That,  and  other  recent  global 
issues  in  currencies  from  hra 
to  yen,  enabled  Mexico  to  an- 
nounce on  Jan.  15  that  it  is 
paying  off  the  remaining  $3.5  billion 
owed  to  the  U.  S.  and  $1.5  bUlion  to 
the  International  Monetary  Fund  from 
the  1995  bailout.  Argentina  plans  $3  bil- 
lion worth  of  offerings  through  March, 
on  top  of  $2  billion  sold  in  December. 
That  will  take  care  of  more  than  half  of 
the  $8.5  billion  the  government  needs  to 
raise  from  bond  issues  for  the  year-  says 
Economy  Minister  Roque  Femdndez. 

All  told,  Latin  bond  deals  already  in 
the  pipeline  for  1997  come  to  about  $40 
billion,  says  J.  P.  Morgan  &  Co.  With 
more  corporations  and  banks  joining 
governments  in  the  quest  for  cash,  some 
market  watchers  think  this  yeai-'s  total 
volume  could  exceed  the  1996  record. 

What's  driving  the 
market  is  a  search  for 
high  yields  as  interest 
rates  have  fallen  around 
the  world.  Emerging- 
market  funds  have  been 
joined  by  investors  who 
in  the  past  gave  Latin 
debt  short  shrift:  pension 
funds,  insurance  compa- 
nies, and  high-yield  in- 
vestors who  typically 
buy  U.  S.  junk"  bonds. 
They  are  attracted  by 
the  tidy  premiums  Latin 


LATIN  AMERICA'S 
BORROWING  BINGE 
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clining  risk.  Mexico's  bond  Offerings 
latest  10-year  bond, 
for  example,  pays  3.35  percentage  points 
over  comparable  U.S.  Treasm-ies,  1.1 
points  less  than  the  premium  the  Mexi- 
cans paid  a  yeai*  ago. 

With  risk  premiums  falling,  the  re- 
turn to  investors  won't  be  as  high  as 
last  yeai-'s,  although  investoi-s  ai-e  likely 
to  earn  a  respectable 
15%  in  interest  and  capi- 
tal gains.  But  investoi-s 
still  find  the  narrower 
spreads  over  Ti-easuries 
attractive  because  Latin 
issuers  are  seen  as  in- 
creasingly creditworthy. 
By  controlling  inflation, 
cutting  spending,  and 
hewing  to  free-market 
poHcies,  Latin  "govern- 
ments are  doing  an  out- 
standing job,"  says  Si- 
mon Nocera,  chief 


investment  officer  for  emerging  mar- 
kets fixed  income  at  Chancellor  lgt  As- 
set Management  in  San  Francisco.  "I've 
never  seen  better  fundamentals." 

Another  reason  investors  have 
warmed  to  Latin  debt  is  that  much  of 
the  borrowing  is  being  used  to  pay  off 
expensive  short-term  bonds  and  replace 
them  with  bonds  at  lower  rates  and 
longer  maturities.  Argentina's  latest 
bond  offering,  at  rates  yet  to  be  deter- 
mined by  underwriters,  includes  a  20- 
year  tranche  that  is  the  first  by 
Argentina  in  U.S.  dollars  at 
that  maturity.  Mexico  issued 
30-  and  20-year  bonds  last 
year.  Just  after  the  peso  cri- 
sis, such  long  maturities 
would  have  been  unimagin- 
able. "People  have  been 
proven  right  to  go  back  and 
invest  in  those  markets," 
says  David  C.  MuLford, 
worldwide  vice-chairman  of 
Credit  Suisse  First  Boston. 
INDIGESTION?  For  a  region 
with  a  history  of  debt 
woes,  problems  could  yet 
surface.  The  Argentine 
government,  for  example, 
should  be  able  to  raise 
the  $8.5  billion  it  needs 
for  debt  falling  due,  but 
the  coimtrj"^  may  have  to 
borrow  double  that  amount 
to  cover  the  fiscal  and  ciurent- 
account  deficits  and  private-sec- 
tor debt.  Kristin  Lindow,  lead 
analyst  for  Argentina  at 
Moody's  Investors  Service  in 
New  York,  worries  that  the 
country's  appetite  for  external 
borrowing  is  growing  and  its 
debt  load  could  increase.  "If 
sometliing  intemipts  tlie  [market's]  will- 
ingness to  refinance,"  she  asks,  "then 
where  ai-e  they  going  to  go?" 

One  potential  jolt  for  Latin  borrowei-s 
would  be  a  steep  hike  in  U.S.  rates. 
And  political  jittei-s  may  be  stirred  by 
congi-essional  elections  in  Mexico  and 
Ai'gentina  and  by  the  debate  in  Brazil 
over  President  Fernando  Henrique 
Cardoso's  bid  to  change  the  constitu- 
tion so  he  can  nm  for  reelection. 

Even  wthout  such  snags,  the  mar- 
kets may  have  trouble  absorbing  all  the 
new  issues.  "At  some  point,  there's  a 
digestion  problem,"  saj^  Ali  Naq\n,  head 
of  emerging-market  Ijonds  at  Citibank 
Global  Asset  Management  in  New  York. 
But  given  the  stixing  demand  for  Latin 
debt,  it  may  be  a  wlule  before  investors 
and  boiTOwers  need  to  worry. 

By  Elisabeth  Malkin  in  Mexico  City, 
with  bureau  reports 
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ARGENTINA 


STOKINC  THE  ENGINE 
OF  RECOVERY 

A  talk  with  Economy  Minister  Roque  Fernandez 

Former  central  banker 
Roque  B.  Femdndez,  49, 
luho  took  over  as  Econo- 
my Minister  last  July,  is  or- 
chestrating Argentina's  bor- 
rowing splurge.  His  low-key 
approach  contrasts  utith  that 
of  his  predecessor,  Domingo 
Cavallo,  luho  was  fmced  out 
after  jive  years  by  rising  op- 
position stirred  by  his  painful 
economic  refmins  and  combat- 
ive style.  Fernandez,  a  Uni- 
versity of  Chicago  PhD,  is  a 
golf  entkiisiast,  a  ham  radio 
biijf,  and  a  tinkerer  with  autos 
and  computers.  In  interviews 
on  Jan.  9  and  -Jan.  H,  he  dis- 
cussed Argentina's  prospects 
unth  Louisa  Shepard  and  Ian 
Katz,  BUSINESS  week's  corre- 
spondents in  Buenos  Aires  and 
Sao  Paulo,  respectively. 


Q:  Will  Argentina's  recovery 
gain  momentum  this  year? 
A:  Growth  of  [gross  domestic 
product]  will  be  about  5%.  We 
have  a  lot  of  private  invest- 
ment. There  was  an  important 
increase  in  agricultural  acreage,  so  we 
are  going  to  have  an  all-time  record  crop. 
There  are  industrial  operations,  such  as  a 
$.500  million  fertilizer  plant  being  built 
by  [oil  company]  ypf  and  [industrial  con- 
glomerate] Perez  Companc. 

Q:  What  about  foreign  investment? 
A:  Mining,  which  was  totally  undevel- 
oped in  Argentina,  is  becoming  a  very 
important  economic  sector.  We  have  an 
Australian  and  Canadian  venture  [led  by 
MIM  Holdings]  working  very  actively.  I 
think  mining  will  become  a  major 
exporter. 

Q:  Mexico's  peso  crisis  triggered  a  cred- 
it crunch  in  Argentina.  Is  it  over? 
A:  We  have  more  bank  deposits  now 
than  before  the  "tequila  effect."  During 
1996,  we  first  observed  a  recovery 
of  mortgage  lending,  then  of  lending 
to  construction  companies  and  home 
buyers.  Now  we  are  looking  at  the 
extension  of  credit  for  durable  goods 
such  as  cars.  [Auto  sales]  were  very 
high  in  the  last  quarter  of  '96. 


ance  reform,  which  will  allow  workers 
to  choose  their  health  services.  In  the 
fii-st  stage,  union  health  services  will 
compete  among  themselves.  After  two 
years,  the  private  sector  will  come  in. 

Q:  Domingo  Cavallo  has  continued  to 
denounce  corruption  in  state  agencies. 
What  should  be  done  to  clean  it  up? 
A:  Eliminating  the  participation  of  the 
state  in  private-sector  activities  is  per- 
haps the  most  important.  In  the  his- 
tory of  Argentina,  there  has  been 
no  more  impressive  advance  against 
corruption  than  the  privatization  pro- 
gram of  the  past  few  years.  Now  we 
have  to  resolve  the  problem  in  cus- 
toms, for  example.  We  are  going  to  in- 
troduce pre-shipment  control  by  inter- 
national companies.  The  merchandise 
will  be  controlled  at  the  point  of  origin. 
It  won't  go  through  the  clearance 
process  in  customs,  where  we  had  a 
lot  of  corruption. 

Q:  Wliat  will  you  achieve  by  the  pro- 
posed tax-sharing  with  the  provinces? 
A:  We  have  to  reach  an  agreement  on 
fiscal  responsibility  at  the  local  govern- 
ment level.  The  national  government  is 
backing  the  provincial  debt.  In  the  U.  S., 
the  city  of  New  York  could  declare 
bankruptcy.  That  could  not  happen  in 
Argentina.  The  provinces  should  have  fi- 
nancial independence  in  terms  of  market 
recognition  that  they  ai'e  separate  enti- 
ties. The  market  wall  introduce  disci- 
pline in  the  accounts  of  the  provinces  if 
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Q:  Courts  have  nullified  measures  to 
increase  labor  mobility,  which  would 
reduce  the  17%  jobless  rate.  Now  what? 
A:  Most  of  the  judges  of  labor  contracts 
have  been  politically  appointed  to  pro- 
tect the  interests  of  labor  unions.  We 
will  defeat  the  opposition  by  the  labor 
courts  in  the  Supreme  Court. 

Q:  Wliat  economic  interests  of  unions 
are  targeted  by  the  labor  reforms? 
A:  When  you  buy  a  beer  in  Argentina, 
1%  of  the  price  goes  to  the  unions. 
There  are  cases  where  the  union  will 
charge  3%  of  the  nominal  wage  to  pro- 
vide health  services,  then  allow  the 
company  to  hire  someone  else  to  pro- 
vide them.  They  are  collecting  a  toll. 
That  is  why  they  oppose  health-insui-- 


ROQUE  FERNANDEZ 

we  can  introduce  fiscal  differentiation 
between  the  federal  and  provincial 
governments. 

Q:  You,r  predecessor  was  noted  for  his 
conflicts  with  other  government  offi- 
cials. How  would  you  describe  your 
style? 

A:  I  don't  want  to  talk  about  Domingo. 
I  am  not  fighting  anyone.  I  disagree 
with  people,  but  they  are  not  my 
enemies.  1  don't  insult  them.  I  was 
president  of  tlie  Central  Bank,  which 
is  not  an  easy  job,  for  six  yeai's.  I  had 
to  sell  provincial  banks.  1  had  to  liqui- 
date private  banks.  [Coping  with]  the 
crisis  was  not  easy.  I  think  you  can 
do  these  things  without  taking  it  too 
personally. 
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DO  BANKERS  RATE 
PAIMEWEBBER  A  BUY? 

The  big  guessing  game  among  bro- 
kers: Which  bank  will  gobble  up 
which  brokerage  house — now  that  the 
Federal  Reserve  has  made  it  easier 
for  banks  to  do  so?  Several  investment 
managers  ai-e  accumulating  shares  of 
PaineWebber  Group  (PWJ),  one  of  the 
nation's  lai-gest  fiiU-semce  brokerages. 

One  New  York  investment  manager 
thinks  PaineWebber  is  being  courted 
by  BankAmerica,  the  No.  3  U.S.  com- 
mercial bank,  with  $243  billion  in  assets 

BULLS  GO  FOR  BROKERS,  TOO 


EARNINGS 

PER  smi 

1998  Est. 

$3.15 


1997  Est. 

$2.81 


1996  Est. 

$3.33 


1995 

540 


JAN.  14,  '97 


JULY  16, '96 
A  DOliARS 

DATA;  BLOOMBERG  FINANCIAL  MARKETS,  FIRST  CALL  CORP. 

and  2,000  bi-anches,  mostly  on  the  West 
Coast. 

PaineWebber's  appeal?  It  controls 
assets  of  $250  billion  through  its  3  mil- 
lion clients.  It's  "a  very  logical  acquisi- 
tion for  a  bank  that  wants  a  vast 
retail-broker  operation,"  says  the  man- 
ager, who's  building  up  a  4%  stake. 

PaineWebber  Chaii-man  Donald  Mar- 
ron  has  had  "extensive  and  detailed" 
talks  -with  BankAmerica  Chairman 
David  Coulter  about  a  merger  or  an 
outright  sale,  says  this  pro.  He  adds 
that  two  other  institutions  are  eyeing 
PaineWebber:  One  of  them  has  had 
talks  with  the  brokerage's  top  brass. 

One  partner  in  a  New  York  invest- 
ment bank  says  he  has  also  heard  about 
a  BankAmerica-PaineWebber  "dialogue," 
which  he  believes  occurred  on  several 
occasions.  He  notes  that  for  PaineWeb- 
ber to  thrive  in  the  deregulated  era,  it 
needs  deeper  pockets  and  a  bigger  pres- 
ence in  the  broad  financial-sei-vices  busi- 
ness. BankAmerica,  on  the  other  hand, 
needs  the  kind  of  retail  operation  that 
PiiineWebber  has  built.  Spokesmen  for 
PaineWebber  and  BankAmerica  say 
they  don't  comment  on  rumoi-s. 


In  a  buyout,  one  analyst  puts  the 
value  of  PaineWebber  shares,  now  at 
28,  at  55 — about  three  times  the  com- 
pany's 1997  estimated  book  value  of 
$18  a  shai-e.  That  ratio  is  higher  than 
usual  for  brokerages.  But  in  PaineWeb- 
ber's case,  three  times  book  may  be 
desei-ved  because  of  PaineWebber's  em- 
phasis on  the  fast-growing  retail  end  of 
the  business,  says  the  banker. 

Analysts  expect  a  swift  consohda- 
tion  of  banks  and  brokerages  after 
Mar.  6,  when  the  Fed's  new  rule  kicks 
in — raising  fi-om  10%  to  25%  the  share 
of  gross  revenues  that  a  bank  may 
earn  from  underwriting  securities. 

WORD  OF  MOUTH 
AT  EMiSPHERE 

The  stock  of  Emisphere  Technologies 
(emis)  is  on  a  tear:  Trading  at  6%  in 
mid-July,  Emisphere  closed  on  Jan.  14 
above  23.  No,  this  little  drug  outfit 
hasn't  come  up  vsdth  a  cxire  for  cancer. 
In  fact,  it  has  yet  to  produce  revenues. 
What  gives? 

Emisphere  is  developing  proprietary 
technologies  to  deliver  orally  certain 
drugs  that  can  so  far  be  taken  only 
by  injection.  Powering  the  stock's  surge 
ai'e  Emisphere's  efforts  to  sign  up  ma- 
jor drugmakers  as  partners  in  com- 
mercializing its  products. 

One  big  believer  in  Emisphere's 
technologies:  Elan,  a  worldwide  bio- 
pharmaceutical  company,  has  taken  an 
8%  stake  after  forming  a  joint  venture 
with  Emisphere  to  develop  an  oral  ver- 
sion of  Heparin,  an  anticoagulant  and 
antithrombotic  compound  for  cardio- 
vascular disorders.  Emisphere  Chair- 
man Michael  Goldberg  says  results 
fi-om  the  fii'st  tests  showed  that  "clini- 
cally relevant  levels  of  Hepaiin  could 
be  safely  dehvered  orally  using  Emi- 
sphere's proprietaiy  cai-riers." 

But  the  biggest  fillip  for  Emisphere's 
stock  lately  is  a  rumor  that  the  com- 
pany is  forming  an  alliance  with  Eli 
Lilly,  the  Indianapolis  drag  giant.  "If 
the  ramors  turn  out  to  be  accurate,  it 
will  be  another  validation  of  the  gi-eat 
promise  of  Emisphere's  technologies," 
says  Barry  Kurokawa,  a  partner  at 
ProMed  Management,  which  invests 
mainly  in  health-care  stocks.  A  deal 
with  Lilly  "will  be  huge  and  involve  a 
number  of  products,"  says  one  New 
York  money  manager.  And  it's  likely 
that  Lilly  will  take  a  big  equity  stake 
in  Emisphere,  he  adds. 

Analyst  Wole  Fayemi  of  Genesis 


Merchant  Group  in  San  Francisco 
thinks  the  stock  will  hit  40  in  a  year. 

ULTRAFEM 
VS.  THE  SHORTS 

Ultrafem  (ufem)  has  had  quite  a 
run — way  up  and  way  dovra — since 
going  public  in  February,  1996,  at  17  a 
share.  It's  a  favorite  of  the  short-sell- 
ers, who  have  sold  short  1  million  of 
the  7  million  shares  outstanding.  Ul- 
trafem hit  36  in  late  May,  only  to  slide 
to  20  five  months  later.  By  Jan.  14,  it 
had  dropped  to  14. 

The  shorts  feel  victorious:  They 
claim  that  Ultrafem's  chief  product, 
called  INSTEAD  Feminine  Protective 
Cup — an  alternative  to  pads  and  tam- 
pons that's  already  approved  by  the 
Food  &  Drug  Administration  and 
patented — ^won't  sell  well. 

But  the  bulls  believe  theyTl  triumph. 
Their  point:  instead,  which  the  com- 
pany says  women  can  wear  safely  for 
up  to  12  hours,  has  made  progress 
gaining  retail  shelf  space  in  its  Pacific 
Northwest  test  markets.  Made  of 
smooth  nonabsorbent  material,  msTEAD 
is  a  soft  disposable  cup  inserted  just 
below  the  cervix.  It  holds  rather  than 
absorbs  menstrual  fluid. 
"We  think  the 


MANY  DOUBT  THAT 
INSTEAD  WILL  SELL 


product  will  be 
successful  and 
will  produce  rev- 
enues and  profits 
much  sooner  than 
expected,"  says 
Michael  Schon- 
berg  of  Dreyfus 
Equity  Growth 
Funds. 

Ttest-mai-ket  i-e- 
sults  have  been 
so  good,  says  one 
company  insider, 
that  several  re- 
tailed have  asked 
Ultrafem  to  roll 
out  INSTEAD  nationally  sooner  than  \vas 
planned.  Chains  involved  in  the  test 
mai'ket,  accoi"ding  to  Ultrafem,  include 
Tlirifty  Payless,  Safeway,  Longs  Drug- 
stores, Walgreen,  Albertson's,  Fred 
Meyer,  and  Lucky  Stores. 

Carol  Winslow,  an  analyst  at  Los 
Angeles  secuiities  firm  Jefferies  &  Co., 
says  INSTEAD  is  the  biggest  advance 
since  the  tampon  was  introduced  in 
1933.  She  expects  the  company  to  turn 
profitable  in  the  year  ending  June  30, 
2000,  earning  $1.55  a  shai-e. 
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STRATEGIES 


HARRAH'S 
GOES  FOR  BROKE 

It  keeps  expanding  despite  a  round  of  setbacks 


It  was  less  than  five  years  ago  that 
Harrah's  Entertainment  Inc. — then 
part  of  Promus  Cos. — embai-ked  on  a 
bold  expansion  plan.  At  a  dramatic 
meeting,  executives  won  board  approval 
to  pursue  the  tantalizing  promises  of 
riverboat  gaming  and  the  management 
of  Indian  casinos.  That  summer,  Har- 
rah's also  launched  a  successful  $400 
million  bid  to  build  what  was  to  be  the 
world's  largest  casino,  in  New  Orleans. 

Today,  18  months  after  Promus  split 
into  separate  hotel  and  gaming  concerns, 
Harrah's  big  plans  have  crapped  out. 
The  Memphis-based  company's  river- 
boats  are  facing  intense  competition  and 
sinking  profits,  and  the  grandiose  New 
Orleans  project  is  bankrupt.  To  make 
matters  worse,  no  new  states  have  ap- 
proved gaming  since  1994,  bringing  the 
industiy  boomlet  to  a  halt. 
RIVERBOAT  GAMBLER.  Investors  have 
taken  their  money  off  the  table,  causing 
Harrah's  shares  to  languish  at  around 
19.  That's  less  than  half  theii-  June,  1996, 
high  of  nearly  39.  "Riverboats  aren't 
going  anywhere,  and  New  Orleans  is 
bankrupt,"  says  one  institutional  holder 
who  recently  sold  part  of  his  stake. 
"We're  ranning  out  of  reasons  to  stick 
around."  Earnings  in  1996  ai-e  expected 
to  fall  4%,  to  $140  million,  on  $1.6  billion 
in  revenue. 

Such  problems  would  make  many  ex- 
ecutives retreat.  Not  so  HaiTah's  Chief 
Executive  Philip  G.  Satre,  an  attorney 
and  onetime  Rose  Bowl  linebacker.  Al- 
though overbuilding  has  hui-t  the  en- 
tii'e  industry,  Satre  is  forging  ahead, 
plunking  $985  million  into  cuirent  casino 
and  riverboat  expansions.  "I  think  we 
can  create  oui-  own  destiny,"  says  Sati-e. 

So  far,  HaiTah's  has  seemed  destined 
mostly  for  trouble.  Consider  the  com- 
pany's eight  riverboats,  which  once 
tiu-ned  in  eye-popping  results.  The  Joli- 
et  (111.)  boat,  for  example,  returned  more 
than  100%  on  invested  capital  for  two 
years  running  after  it  opened  in  1993. 

But  with  competition  heating  up,  the 
boats  now  face  rough  going.  In  Joliet, 
cash  flow  is  expected  to  fall  nearly  30% 
this  yeai-  with  the  launch  of  competing 
riverboats  in  northern  Indiana.  And  in 
the  overbuilt  Tunica  (Miss.)  market, 
whei-e  Han-ah'a  opened  a  200-room  hotel 
near  one  of  its  two  riverboats  in  early 
1996,  its  njierations  are  losing  money  and 
won't  turn  a  pi-ofit  luitil  1998.  Tliat's  \mt- 
ly  because  of  rival  Grand  Casino's  new 
$470  million  casino,  located  squarely  be- 
tween Han-ah's  and  Memphis— home  to 
most  of  Timica's  gamblers.  "The  good 

SATRE:  Projects  in  Vegas — and  New 
Zealand 
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money  has  been  made,"  says  analyst 
Richai-d  Byrne  of  Merrill  Lynch  &  Co. 

Still,  Satre  dismisses  any  worries, 
noting  that  the  boats  sm-passed  liis  1996 
cash-flow  goal  of  $200  million  "so  fast  it 
made  my  head  spin."  And  by  1998,  Hai- 
rah's  expects  a  25%  retui-n  on  its  $675 
million  total  riverboat  investment.  But 
that's  still  fai-  below  HaiTah's — and  Wall 
Street's — original  hopes.  In  an  effort  to 
beat  back  the  competition,  the  company 
is  spending  lavishly  to  create  hotel  space 
neai"  riverboats  and  expand  the  size  of 
the  boats  themselves. 

Satre  has  reason  to  hope  the  boats 
keep  chugging:  They're  key  to  his 
broader  mai-keting  strategy.  The  plan 
centers  on  the  "Gold  Card,"  a  fi-equent- 
flier-style  progi-am  that  offers  gamblers 
hotel  and  gaming  incentives  to  visit  all 
of  Harrah's  properties.  With  21%  of 
Harrah's  customers  on  the  plan,  more 
than  twice  that  of  any  rival,  it's  one  of 
the  industi-y's  most  successful  programs. 
CASH  POOR.  Gold  Card  members  won't 
stop  in  New  Orleans  anytime  soon, 
though.  In  December,  1995,  Harrah's 
wrote  off  its  initial  $76  million  invest- 
ment in  the  land-based  casino  after  it 
overestimated  the  demand  for  gambMng 
and  the  state  moved  to  renegotiate  its 
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take.  Harrah's  tempo- 
rary casino,  meant  to 
lure  gamblers  while 
the  permanent  one 
was  under  construc- 
tion, failed.  And  Satre 
still  must  sign  a  new 
contract  with  the 
state  and  win  court 
approval  of  the  casi- 
no's financial  restruc- 
turing. The  total  cost 
of  the  scaled-down 
project  wall  hit  $900 
million,  more  than 
tvrice  the  original  bud- 
get. Some  say  the  de- 
bacle could  hurt  Harrah's  bids  to  build 
casinos  in  Detroit  and  other  cities. 

Such  mishaps  have  taken  a  toll  on 
the  company's  balance  sheet.  Although 
debt  stands  at  a  comfortable  53%  of 
capital,  HaiTah's  $330  million  in  cash  is 
only  about  half  its  1995  level.  To  placate 
finistrated  investors,  HaiTah's  is  using 
some  of  its  remaining  cash  to  repur- 
chase up  to  $200  million  of  its  stock. 

If  Wall  Street  is  to  ante  up  with  Har- 
rah's again,  the  company  must  remain  a 
big  draw  for  middle-market  gamblers 
in  Las  Vegas  and  Atlantic  City.  Satre 
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thinks  he  can  keep  his 
gamblers  happy  by 
spending  $200  miUion 
on  a  35-story  hotel 
and  more  gaming 
space  in  Vegas,  and 
$405  million  to  expand 
the  Atlantic '  City 
property.  He's  also 
shopping  for  another 
Vegas  property  in  the 
$600  million  price 
range.  But  Harrah's 
won't  be  building  arti- 
ficial volcanoes  or  pi- 
rate ships.  Satre  says 
he  wants  to  build  less 
flashy,  more  hospitable  casinos  for  core 
customers.  "We  want  to  concentrate  on 
the  HaiTah's  brand,"  Satre  says. 

Satre  does  have  one  ace  up  his 
sleeve:  Harrah's  overseas  efforts.  The 
first  project,  a  casino  and  hotel  in  New 
Zealand,  has  abeady  earned  back  Har- 
rah's $78  million  investment  in  1995, 
and  Satre  is  planning  a  casino  at  the 
old  Clark  Aii-  Force  Base  in  the  Philip- 
pines. Still,  Harrah's  woes  mean  the 
odds  are  against  it  hitting  the  jackpot 
anytime  soon. 

By  David  Gi'eishig  in  Memphis 


IT'S  THE 
GIFT  OF 
A  LIFETIME 


diseases 
and  death  - 


A  bequest  to  the  American  Heart  Association  says 
something  special  about  the  giver.  It's  an  expression  of 
hope,  a  gift  of  health  given  to  generations  to  come.  It's 
an  unselfish  act  that  shows  you  care  about  others  and 
want  to  leave  the  world  better  than  you  found  it. 

Your  gift  will  be  used  to  fund  research  and  educational  programs  to 
fight  heart  attack,  stroke,  high  blood  pressure  and  other  heart  and  blood  vessel 
.  To  find  new  ways  to  stop  the  sadness,  suffering 

and  give  others  the  freedom  of  good  health.  _4l 

American  Heart  I 
Association 
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In  the  past  two  years, 


BHhe's  missed  three 

days  of  work  ■hS 

and  four  issues  of  Business  Week.  1 

As  professionals  and  managers,  BusinessWeek  readers  face  tremendous  demands  on  their  time. 
"Yet,71%  of  them  find  the  time  to  read  every  issue,  eveiy  week.  And  nearly  all  of  tliem  read  tlie  magazine 
within  the  first  three  days  of  its  arrival. 

In  return,  they  get  timely  news  and  intelligence  that  provide  real  solutions  to  the  challenges 
they  face,  plus  a  handsome  return  on  their  most  valuable  investment — their  rime. 

Our  6.7  million  readers  consider  Business  Week  a  must  read.  That's  why  many  advertisers 
consider  it  such  an  intelligent  buy. 

For  information,  call  Fritz  Krusebecker  at  49-69-5801-05,  or  fax  49-69-5801-146,  or 
e-mail  fkrusebecker@businessweek.com. 


BusinessWeek 


Beyond  news.  Inlelligence. 
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Sports  Business 


NEW  VENTURES 


THE  GAME'S  THE  THING 
AT  NIKE  NOW 

It's  barging  into  the  business  of  producing  sports  events 


Fii'st,  Nilte  made  snealc- 
ers.  Tlien,  it  paid  huge 
fees  to  top  athletes  to 
weai-  them.  Now,  with  the 
laimch  of  Nike  Sports  En- 
tertainment, Nike  Inc.  is 
taking  a  long  jimip  into  the 
business  of  producing  and 
promoting  global  sports 
events  that  featm-e  its 
gi'owing  stable  of  super- 
stai-s,  including  Michael  Jor- 
dan, Hger  Woods,  and  Mon- 
ica Seles. 

Nike  is  kicking  off  this 
ventui-e  in  typical  in-yom- 
face  style.  In  eai'ly  Decem- 
ber, the  Beaverton  (Ore.) 
company  laid  out  a  record- 
setting  $200  million  to  spon- 
sor the  Brazilian  football 
team  for  the  next  10  years. 
Among  other  things,  the 
1994  World  Cup  champions 
will  appear  in  up  to  five 
Nike-organized  matches  a 
year.  Such  deals  seem  to 
have  huge  potential:  Nike's 
first  event.  Hoop  Heroes,  a 
basketball  extravaganza  in 
Japan  in  September  star- 
ring Jordan  and  Charles 
Barkley,  sold  out  in  20  min- 
utes. Track-and-field  meets  in  Japan  and 
Australia  ai-e  planned  for  1998,  and  ne- 
gotiations are  under  way  to  schedule 
football  matches  between  Brazil  and  oth- 
er Nike-sponsored  national  teams,  in- 
cluding those  from  Italy  and  the  U.  S. 
Tennis  events  are  on  the  ch-awing  boai-d, 
as  well  as  a  golf  tournament  featui'ing 
Woods  in  Japan  later  this  year.  "Wliat 
we're  trying  to  do  is  be  in  a  position  to 
better  utilize  the  assets  we  have — be 
they  individual  athletes  or  teams,"  says 
Ian  B.  Campbell,  director  of  Nike's  new 
ventm-e. 

Their  marketing  value  aside,  the 
events'  TV  rights,  ticket  sales,  and  cor- 
porate sponsorships  could  give  a  big 
boost  to  Nike's  booming  revenues.  On 
Dec.  18,  Nike  reported  earnings  for  its 
fiscal  second  quarter  up  81%,  to  $176.9 
million,  as  sales  jumped  55%,  to  $2.1  bil- 


FOOTING  THE  BILL 


Nike  has  laid  out 


sponsor  Brazil's 
team  for  10  years, 


lion.  International  sales,  which 
accounted  for  37%  of  Nike's 
total,  led  the  way,  increasing 
60%,  to  $779.3  milUon. 

Analysts  ai-e  bullish  about  $200  million  tO 
the  financial  prospects  for 
Nike  Sports  Entertainment 
since  they  expect  that  the  .i    .  •       .  , 
sale  of  more  Nilte  products —        DlggeSt  SUCll 
as  well  as  revenue  from  tick-  football  deal  tO  date 
et  sales,  tv  rights,  and  cor- 
porate sponsorships — will  more  than  off- 
set hefty  operating  costs.  And  they 
applaud  Nilce's  emphasis  on  football,  the 
world's  most  popular  sport.  One  football 
match,  for  insbmce,  might  initially  gamer 
$750,000  Irom  ticket  sales,  $1  n-ulUon  in 
TV  rights,  and  some  $200,000  for  spon- 
sorships. On  top  of  that,  experts  esti- 
mate that  Nike  could  snap  up  as  much  as 
$10  million  more  annuallv  from  sales  of 


football  shoes  and  appai-el.  "It's  going  to 
take  time,  but  it  wall  be  significant,"  says 
Smith  Barney  analyst  Faye  Landes. 

Becoming  a  big  promoter  of  the  sport 
could  also  help  Nike  cut  into  the  market 
share  of  Gei-many's  Adidas,  the  No.  1 
maker  of  football  shoes  and  appai'el.  "This 
gives  Nike  immediate  entree  to  intenia- 
tional  markets  in  a  huge  way,"  says  ana- 
lyst Jennifer  Black  Groves  of  Portland 
(Ore.)  brokerage  Black  &  Co. 

Still,  some  in  the  industry  wonder 
whether  Nike  isn't  spending  a  bit  too 
freely.  The  $200  million  BraziUan  con- 
tract, for  instance,  which  is  on  top  of 
money  spent  to  buy  out  the  team's  con- 
tract with  its  previous  sponsor,  fai-  ex- 
ceeds anything  paid  to  a  football  team  be- 
fore. "Nike  may  be  its  own  woi-st  enemy 
in  some  regai'd  because  it  has  jacked  up 
costs  [so  much],"  says  James  T.  GJoiTnan, 
a  foi-mer  Nike  executive  who  is  now  CEO 
of  Diadora  America,  a  maker  of  shoes 
and  apparel  for  football  and  tennis. 
A  SECOND  TRY.  Some  also  question  how 
well  Nike  can  run  a  business  that  is  so 
foreign  to  making  shoes  and  clothes. 
"Nike  doesn't  sell  sponsoi-ships  for  a  liv- 
ing. It  doesn't  sell  TV  rights,"  says 
Hughes  Norton,  agent  for  Woods  and  a 
senior  vice-president  at  Intemational 
Management  Group,  the  sports  manage- 
ment powerhouse  tliat  produces  a  mas- 
sive roster  of  events.  "It's  not  rocket  sci- 
ence, but  sponsoi-s  have  to  know  tliey're 
getting  value  for  their  money."  Despite 
the  skepticism,  evig  is  holding  discussions 
with  Nike  about  co-sponsoring  some 
events,  including  the  proposed  golf  matdi 
ill  Japan.  Moreovei;  says  Norton,  tlie  two 
might  actually  "collaborate"  on  pi-oducing 
future  events.  Nike  acknowledges  its 
talks  mth  IMG  but  says  they  focus  only 
on  routine  sponsoi-sliip  and  on  helping 
to  sell  TV  riglits,  a  job  for  wliich  Nike  is 
considering  several  other 
companies  as  weU.  "We  ai-e 
not  looldng  for  people  to  help 
co-produce  these  events," 
says  a  Nike  spokesman. 

Spoi-ts  Enteitainment  isn't 
a  new  concept  at  Nike.  A 
few  years  ago,  it  explored 
the  idea  of  teaming  up  with 
Michael  0\ntz  and  Creative 
Aitists  Agency  to  stage  ma- 
jor sporting  events.  The  two  sides  dif- 
fered in  their  visions,  and  the  project 
soon  fizzled.  But  Campbell  and  some  an- 
alysts quicldy  dismiss  the  idea  that  tliis 
new  ventm'e  would  meet  the  same  fate. 
Says  Smith  Bai'ne>''s  Landes:  "Underes- 
timating what  Nike  can  pull  off  is  al- 
ways a  bad  idea."  In  other  words,  just 
don't  do  it. 
By  Linda  Himelstein  in  San  Fmnciso 
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PHARMACEUTICALS 


THE  BAHLE  OF 
BLOCKBUSTER  HEART  DRUGS 

About  to  be  an  also-ran,  Bristol  gambles  on  a  costly  study-and  wins 


Confused  by  competing 
claims  for  the  newest 
of  the  cholesterol-low- 
ering drugs?  You're 
not  alone.  Bristol-Myers 
Squibb  Co.'s  pravastatin,  sold 
as  Pravachol,  and  Merck  & 
Co.'s  simvastatin,  or  Zocor, 
offer  a  revolutionary  ap- 
proach to  combating  heart 
disease,  the  nation's  No.  1 
killer.  They  are  locked  in  a 
fierce  battle  over  a  market 
estimated  at  $6.5  billion. 

In  ads  appearing  almost 
everywhere,  Bristol-Myers 
crows  that  Pravachol  is 
proven  to  reduce  the  likeli- 
hood of  a  heart  attack  in 
people  with  high  cholesterol 
but  no  sign  of  heart  disease. 
Merck,  in  its  ubiquitous  ads, 
is  able  to  say  only  that  Zo- 
cor has  been  shown  to  pre- 
vent death  in  those  with 
high  cholesterol  who  already 
have  had  heart  attacks — a 
much  smaller  pool  of  poten- 
tial patients.  What's  not 
clear  from  the  campaigns  is 
that  the  drugs,  both  from  a 
family  of  medicines  called 
statins,  are  so  similar  as  to 
be  interchangeable. 
TRAILBLAZING.  The  tale  of 
how  these  drugs  were  de- 
veloped— and  why  the  drug- 
makers  cannot  make  the 
same  claims — stretches  over 
17  years.  It  demonstrates  the  hurdles 
industry  researchers  and  academics  face 
in  developing  trailblazing  medicines — 
especially  the  diiBculties  of  putting  thou- 
sands of  patients  through  prolonged 
studies.  The  statin  story  also  highUghts 
how  key  decisions  about  research — 
made  years  before  products  are  sold — 
can  lead  to  vastly  different  marketing 
routes  for  similar  dings.  A  bad  choice 
can  leave  openings  that  smart  mar- 
keters can  cleverly — if  questionably — 
tap  as  they  battle  for  turf. 
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PRAVACHOL 

Bristol  can  claim  that 
it  helps  to  prevent  first 
heart  attacks 


ZOCOR 

Merck  can  say  that  it 
prevents  death  for  those 
who've  had  heart  attacks 


Bristol  can  make  its  audacious  claim 
that  Pravachol  alone  has  been  proven  to 
help  prevent  fii-st  heai-t  attacks  only  be- 
cause of  a  rare  misstep  by  rival  Merck. 
In  the  late  1980s,  Squibb,  later  taken 
over  by  Bristol,  was  several  years  be- 
liind  Merck  in  pursuing  the  cholesterol- 
reduction  market.  Squibb's  drug,  li- 
censed fi-om  Sanlcyo  Co.  in  Japan,  would 
be  third  into  the  maiicet  behind  the 
Merck  statins  Mevacor  and  Zocor,  vir- 
tually guaranteeing  only  modest  sales. 
But  Squibb  and  Bristol  took  a  risk  and 


wisely  backed  a  $35  million, 
five-year  study  on  6,595  men 
in  Scotland,  aiming  to  prove 
Pravachol  could  prevent  iirst 
heart  attacks  in  men  with 
high  cholesterol.  This  so- 
called  primary-prevention 
study  would  give  Bristol  a 
decisive  edge — if  it  worked. 
"It  was  a  real  long  shot," 
says  Dr.  Mark  E.  McGkivem, 
Bristol's  executive  dii-ector 
of  cardiovascular  clinical 
research. 

Merck,  for  its  part,  had 
turned  down  a  similar  pri- 
mary-prevention study  that 
almost  certainly  would  have 
let  it  make  the  same  case 
for  Zocor.  Insiders  say  the 
company  was  feeling_pinched 
financially.  It  couldn't  agree 
on  a  study  design  with 
British  researchers  propos- 
ing such  a  tiial  and  was  pi-e- 
occupied  with  another  land- 
mark effort,  a  then  new 
Scandina%ian  study  that  was 
aimed  at  proving  Zocor's 
worth  in  people  who  had  al- 
ready had  heai-t  attacks.  The 
result:  With  Merck  able  to 
claim  effectiveness  only  for 
the  smaller  market  of  pa- 
tients who've  already  had 
heart  problems — the  sec- 
ondai-y-prevention  market — 
Pi-avachol  has  gi-abbed  21.3% 
of  a  market  once  almost  en- 
tirely owed  by  Merck,  and  it  is  rising 
fast.  "It  was  a  mistake,  both  commer- 
cially and  in  tenns  of  medical  reseai-ch," 
says  Professor  Richard  Peto,  a  highly 
regai'ded  Oxford  Univei-sity  statistician. 
He  is  now  working  on  an  ambitious 
20,000-patient  study  of  Zocor  that  could 
equalize  the  claims  for  Pi'avachol  and 
Zocor  by  2000. 

Of  course,  no  one  knew  Pravachol 
would  prove  to  be  such  a  potent  heai't- 
attack  beater  in  1987,  when  Squibb 
went  looking  for  researchei"s  to  test  the 
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drug.  Professor  James  Shepherd,  a  re- 
searcher for  the  Royal  Infirmary  in 
Glasgow,  offered  to  lead  a  team  that 
would  recniit  and  follow  6,500  Scots- 
men who  had  high  cholesterol  and  at 
least  one  other  threat  to  cardiovascular 
health,  such  as  a  smoking  habit.  The 
Scots  made  ideal  subjects  because  their 
diets — ^marked  by  such  delicacies  as  hag- 
gis, the  fat-rich  innai-ds  of  a  sheep  or 

calf  boiled  in  the   

animal's  stomach — 
ai'e  high  in  choles- 
terol-laden fried 
foods  and  dairy 
products  and  low  in 
vegetables.  What's 
more,  widespread 
skepticism  among 
British  physicians 
about  the  utility  of 
drugs  that  lower 
cholesterol  elimi- 
nated the  ethical 
problem  of  putting 
half  the  test  sub- 
jects on  a  placebo. 
FEARS.  At  that 
point,  such  skeptics 
had  reason  to  doubt 
the  value  of  lower- 
ing cholesterol.  Sci- 
entists had  linked 
the  fatty  molecule 
found  in  blood  to 
heart  disease  for 
decades,  but  choles- 
terol-cutting drugs 
had  mostly  proved 
problematic.  Studies 
in  the  1970s  and 
early  '80s  had  sug- 
gested that  while 
such  drugs  as  Atro- 
mid-S,  Lopid,  and 
Questran  cut  cho- 
lesterol and  curbed 
heart  attacks,  other 
problems  could 
arise,  including  can- 
cer and  an  odd  rise 
violent  deaths 


company  canceled  its  clinical  trials  on 
Mevacor  amid  baseless  reports  that  a 
related  compound  from  Japan  caused 
cancer  in  dogs.  It  wasn't  until  1984  that 
researchers  teamed  up  under  the  aegis 
of  the  National  Institutes  of  Health  de- 
cided that  lowering  cholesterol  was  valu- 
able. They  set  up  the  National  Choles- 
terol Education  Project  in  1985  with 
the  goal  of  reducing  elevated  blood  cho- 


WHY  A  FEROCIOUS  DRUG 
HAS  TO  WHISPER  ITS  MESSAGE 


m 

and  suicide.  The 
"cholesterol  contro- 
versy" raged  acute- 
ly in  Britain,  where 

early  studies  were  the  most  damning. 
"The  question  was:  'Does  reducing  cho- 
lesterol cause  harm?' "  recalls  Dr.  Basil  M. 
Rifkind,  a  Scottish  investigator  who  now 
is  a  senior  adviser  at  the  U.  S.  National 
Heart,  Lung  &  Blood  Institute. 

Indeed,  before  Merck  got  approval 
from  the  Food  &  Drug  Administration 
to  sell  the  first  statin,  Mevacor,  in  1987, 
the  drug  had  a  rocky  ride.  In  1980,  the 


0  hear  Warner-Lambert  Co. 
marketers  tell  it,  the  best  is  yet 
to  come  in  cholesterol-reducing 
drugs.  Lipitor,  their  new  entry 
among  such  remedies — called 
statins — ^will  arrive  in  pharmacies 
by  March,  and  is 
more  potent  than  its 
four  rivals.  It  wiU 
also  cost  6%  less  than 
Merck's  Zocor,  the 
current  leader. 

For  now,  Warner- 
Lambert  and  its  mar- 
keting partner,  Pfizer 
Inc.,  will  target  doc- 
tors and  managed- 
care  companies, 
rather  than  con- 
sumers. Its  competi- 
tors are  using  TV, 
radio,  and  magazine 
ads  to  reach  up  to 
26  milUon  potential 
U.  S.  patients  direct- 
ly, but  consumer  ads 
for  Lipitor  could  be  tough  to  write. 

Merck  &  Co.  and  Bristol-Myers 
Squibb  Co.  proved  in  massive  multi- 
year  studies  that  their  drugs  either 
save  lives  or  prevent  first  heart  at- 
tacks— and  the  FDA  lets  them  say  so 
in  high-impact  ads.  While  Lipitor 
might  do  the  same,  Warner-Lam- 
bert's more  modest  studies  don't 
prove  that.  And  repeating  the  Merck 
and  Bristol  research  would  be  uneth- 


LIMITED  RESEARCH 

Warner's  Lipitor  may  be 
more  potent  than  rivals,  but 
the  company  can't  say  so  yet 


ical — because  some  control  subjects 
would  have  to  be  denied  statins, 
which  are  now  proven  to  work. 

The  result:  Lipitor's  message  to 
consumers — ^that  it  cuts  cholesterol 
more — ^would  pale  besides  its  rivals' 
ads.  And  as  the  fifth 
drug  in,  Lipitor  wiU 
have  to  fight  for  a 
spot  in  the  $3  billion 
U.  S.  statin  market. 

Still,  with  several 
hundred  salespeople 
touting  the  higher 
potency  and  lower 
price  of  Lipitor, 
Merck  and  Bristol 
are  on  alert.  Later 
this  year,  the  statin 
war  could  intensify. 
Germany's  Bayer 
Group  expects  fda 
approval  this  sum- 
mer to  market  an- 
other newcomer, 
cerivastatin — also  re- 
ported to  be  more  potent  than  Zocor. 
Bayer  is  negotiating  for  a  U.  S.  mar- 
keting partner. 

The  battle  is  even  more  fierce  be- 
cause this  war  has  a  deadline:  When 
Merck's  Mevacor  goes  off  patent  in 
2001 — and  low-priced  generics  invade 
the  market^the  biggest  dollars  will 
disappear.  Until  then,  though,  mai- 
keters'  blood  will  be  running  high. 
By  Joseph  Weber  in  Philadelphia 


Shepherd  persuaded  enough  Scottish 
doctors  to  test  Pravachol  on  high-cho- 
lesterol patients.  He  built  up  enthusiasm 
for  the  trial  among  Glaswegians,  partly 
by  persuading  them  of  the  prestige  val- 
ue of  hosting  a  world-class  trial.  Fre- 
quent medical  exams  were  a  powerful 
incentive.  And  to  keep  up  the  spirits 
of  participants— and  keep  them  taking 
daily  medications  and  coming  in  for  reg- 

  ular  visits — he  used 

more  mundane  in- 
centives. "We  gave 
them  key  rings, 
bumper  stickers," 
Shepherd  says,  and 
advice  on  dieting. 

The  researchers 
even  capitalized  on 
local  sociology.  The 
study  staff  made 
sure  to  involve  both 
the  men  in  the 
test — ^who  were  the 
focus  because  cho- 
lesterol-related heart 
disease  was  viewed 
mainly  as  a  male 
problem — and  their 
wives.  This  boosted 
drug-taking  and  im- 
proved diets.  "In 
Scotland,  men  are 
not  the  boss,"  ob- 
serves Shepherd. 
"The  wife  controls 
the  household." 

Still,  the  effort  at 
times  was  a  tough 
slog.  Participants  did 
not  know  if  they 
were  on  the  drug  or 
a  placebo.  Either 
way,  it  wouldn't 
make  them  feel  bet- 
ter: High  cholesterol 
is  a  silent  tin-eat. 
And  since  the  results 
wei'e  blinded  both  to 
reseai'chers  and  par- 
ticipants, no  one 
Icnew  whose  choles- 
terol was  being  cut. 

Making  partici- 
pants take  theii"  pills 
each  night  was  a 


lesterol  levels  nationwide.  But  when 
Mevacor  was  finally  approved,  it  was 
endorsed  narrowly  for  cholesterol  re- 
duction, not  combating  heart  disease. 
While  Americans  mostly  agreed  this 
was  a  way  to  attack  heart  disease,  Eu- 
ropean scientists  remained  cool  to  the 
idea.  "It  was  considered  to  be  dangerous 
by  some  doctors,"  recalls  Shepherd. 
But  as  a  respected  medical  leader. 


challenge,  and  some  30%  of  the  men 
dropped  out  over  the  five  yeare.  "I  did- 
n't ta]?e  it  eveiy  day,"  admits  Tommy 
Dingwall,  a  Glasgow  City  Council  mem- 
ber who  still  stuck  out  the  full  five 
years.  "I  was  nevei-  below  70%  [though]. 
It  just  became  a  habit."  Dingwall  ad- 
mits he  has  since  lapsed  and  no  longer 
takes  liis  medicine. 

Ftvilure  sometimes  loomed.  One  of  the 
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and  inght  on  the  Bristol  work.  In  the 
Scandinavian  study,  where  patients  en- 
tered with  heai-t  disease,  438 — or  almost 
10% — of  the  participants  died.  Of  these, 
182  had  been  taking  Zocor,  versus  256 
on  the  placebo — a  statistically  significant 
diiference  that  backed  Merck's  claim  that 
the  drug  could  actually  save  lives.  By 
contrast,  wdth  the  healthier  population  in 
the  Glasgow  study,  141  participants,  or 
just  2.1%,  died.  Among  them,  106  pa- 
tients taking  Pravachol  died,  versus  135 
on  placebo — a  statistical  difference  that 


darkest  moments,  Shepherd  recalls, 
came  early,  in  Apiil,  1989,  when  another 
Glasgow  scientist's  12-year  study  of 
15,000  Scots  suggested  a  link  between 
low  cholesterol  and  higher  cancer  rates. 
The  study,  reported  in  the  British  Med- 
ical Journal,  was  downplayed  as  less 
convincing  than  the  link  between  high 
cholesterol  and  heai-t  disease.  But  such 
headlines  as  "Cutting  cholesterol  can 
increase  cancer  risk"  rattled  subjects — 
400  dropped  out.  All  told,  the  trial  suf- 
fered a  first-year  loss  of  about  13%. 
LIFESAVERS.  The  Scots,  however, 
soon  enough  got  some  encourage- 
ment— and  competition.  About  the 
same  time  as  Shepherd  was  testing 
Pravachol,  a  Merck-fimded  study  for 
secondaiy  prevention — ^preventing  a 
second  heart  attack— was  under  way 
in  Scandinavia.  The  Scandinavian 
Simvastatin  Survival  Study,  known 
as  4S,  was  Merck's  bid  to  prove  that 
cholesterol-lowering  could  save  lives. 
Proving  a  reduction  in  mortality  was 
a  more  aggressive  goal  than  reduc- 
ing heart  attacks  and,  Merck  re- 
searehere  thought,  would  produce  a 
more  potent  marketing  claim. 

Conducted  on  4,444  men  and 
women  with  coronary  disease,  the 
study  ran  into  fewer  obstacles  than 
Shepherd's.  Dr.  Terje  R.  Pedersen, 
head  of  cardiology  at  the  Aker  Hos- 
pital at  the  University  of  Oslo  and 
the  study's  leader,  managed  to  keep 
the  dropout  rate  to  just  11%,  for  KEEPING  AT  IT 

instance.  His  subjects  had  suffered  ,,t  t  i   n  j  i     m     i     j  i  t 

heart  attacks  or  had  heart  disease  I  didn't  take  [the  test  dmg]  eveiy 

day.  I  was  never  below  70%  [though] 

Scottish  study  linking  low  choles-  It  jUSt  bCCame  a  habit" 


are  very  confident  in  their  doctors. 

Still,  there  were  bumps  in  the  road  in 
4S,  too.  In  mid-1992,  the  British  Medical 
Journal  ran  a  letter  from  a  group  at 
Oxford  University  arguing  that  the  on- 
going trials  were  not  big  enough  to 
prove  that  statins  save  Uves.  The  re- 
searchers, whose  proposal  for  a  20,000- 
person  study  Merck  had  canceled,  sug- 
gested there  might  not  be  enough 
deaths  in  these  smaller  studies  to  draw 
firm  conclusions.  The  Oxford  letter  dis- 
couraged some  4S  investigators  and 
spawned  a  brief  rise  in  patient  di'opouts, 
but  the  organizers  managed  to  persuade 
physicians  that  4S  was  big  enough  to 
prove  claims  about  Zocor.  For  his  part, 
Pedersen  took  his  case  directly  to  the 
Oxford  researchers.  "I  told  them  this 
was  a  rotten  thing  to  do,"  he  recalls. 

As  it  turned  out,  the  critics  were 
wrong  on  the  Merck-sponsored  study 


was  too  small  to  prove  the  drug  could 
save  lives.  But  Bristol  got  a  strong 
heart-attack  prevention  claim,  and  fii- 
ture  studies  will  likely  provide  proof 
that  Pravachol  is  also  lifesaving. 

Because  it  began  earher,  Merck's  4S 
study  went  pubUc  first.  The  November, 
1994,  report  all  but  ended  the  choles- 
terol controversy.  Pedersen  reported  at 
the  American  Heai-t  Assn.  annual  meet- 
ing and  in  Britain's  Lancet  that  Zocor 
cut  the  risk  of  death  by  30%  overall, 
and  risk  of  coronary  death  by  42%.  So 
Merck  the  following  July  won  the  right 
Irom  the  fda  to  say  that  Zocor  was  the 
fii-st  and  only  cholesterol  reducei'  to  save 
lives  and  prevent  heart  attacks  in  peo- 
ple with  heart  disease  who  also  had 
Wgh  cholesterol.  Tlie  chug's  sales  som-ed. 

A  year  later,  Bristol  played  its  tramp 
ciu-d.  At  the  next  American  Heart  Assn. 
meeting,  in  November,  1995,  Shepherd 


reported  his  results,  published  in  the 
New  England  Journal  of  Medicine.  He 
found  that  Pravachol  reduced  the  risk  of 
a  fatal  or  nonfatal  heart  attack  by  31%, 
and  this  was  in  men  with  high  choles- 
terol but  no  history  of  heart  attack.  So 
Bristol  last  July  won  fda  clearance  for 
its  strident  claims  about  helping  pre- 
vent fii'st  heart  attacks. 

For  all  the  differences  in  marketing 
claims,  however,  Zocor  and  Pravachol 
are  treated  as  pretty  much  the  same 
by  practitioners.  Zocor  lowers  choles- 
terol further,  but  so  long  as  pa- 
tients get  the  desired  reduction, 
Pravachol  can  be  substituted.  "It's  a 
matter  of  physicians'  choice  and  pa- 
tients' choice,"  says  Dr.  James  I. 
Cleeman,  coordinator  of  the  Na- 
tional Cholesterol  Education  Pro- 
gram. Adds  the  National  Heart, 
Lung  &  Blood  Institute's  Rifkind: 
"They're  all  of  a  muchness." 

Futm-e  studies  should  stress  the 
similarities.  Merck  has  agreed  to 
partly  undenvrite  the  20,000-per- 
son  Oxford  study.  In  three  years,  it 
should  show  Zocoi-'s  power  against 
first  heart  attacks.  Bristol  by  next 
year  should  get  results  from  a 
9,014-person  Australian  study  that 
will  likely  prove  Pravachol  helps 
prevent  second  heai-t  attacks. 
FEWER  STROKES.  With  the  market 
appeal  of  the  statins  estabUshed, 
researchei-s  keep  finding  more  good 
news  about  them.  Just  last  week, 
the  New  Englatid  Journal  of  Med- 
icine reported  that  Merck's  Meva- 
cor  reduced  the  progi'ession  of  ath- 
erosclerosis in  people  who  had 
undergone  bypass  sm-geiy.  And  last 
October,  a  study  in  the  same  jour- 
nal showed  that  Pravachol  helps 
patients  with  coronary  disease  who  have 
just  average  cholesterol  levels.  It  also 
reduces  the  incidence  of  stroke. 

Over  time,  the  marketere  could  be 
hai-d-pressed  to  differentiate  the  drags. 
But  no  matter  what  problems  they 
have,  people  whose  lives  ai-e  prolonged 
have  plenty  of  reason  to  be  happy.  As 
the  drugmakers  and  rival  scientists 
wage  the  wiu-  of  the  statins,  it  is  pa- 
tients who  ultimately  win  the  spoils. 
By  Joseph  Weber  in  Philadelphia 


'YOUR  HEALTH' ON  AOL 

On  Wednesday,  Jan.  22,  at  8  p.m.  est,  Dr.  Allen 
D.  Roses  of  Duke  University  will  discuss  Alz- 
heimer's disease  as  part  of  business  week's  "You 
and  Your  Health"  series  on  America  Online.  You 
can  participate  by  visiting  business  week's 
area  (keyword:  BW)  or  going  to  the  Coliseum 
(keyword:  ©Coliseum). 
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Following  our  3,199-point  inspe 


lis  a  tough  life  being  a  Volks- 
wagen inspeclor. 

One  minute  you're  being 
lough  on  the  windscreen.  The 
next  you're  being  lough  on  ihe 
wheel  arches. 

After  our  unusually  stringent 


3,199  checks  and  double  checks, 
our  inspectors  usually  find  that  the 
only  thing  that  needs  replacing 
is  the  lead  in  their  pencil. 

Whether  it's  simple  teething 
trouble  with  a  tiny  ratchet  or 
an  almost  imperceptible  blemish 


on  the  bodywork,  everything  abc 
a  Volkswagen  has  to  be  IOC 
perfect,  1  00%  reliable. 

Anything  less  than  IOC 
and  it's  the  scropheop,  not  t 
showroom. 

Let's  face  it,  if  we  weren't 
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tion,  one  thing  needed  replacing. 


tough  on  our  cars,  our  cars  wouldn't 
be  nearly  so  lough. 

Don't  forget  that  some 
Volkswagen  models  from  the 
1960s  are  still  giving  their 
owners  a  smooth,  trouble-free 
fide  more  than  three  decades 


down  the  road. 

And  since  all  our  new  cars 
are  built  to  the  same  exacting 
standards  that  we've  been  using 
since  the  1930s,  there's  no 
reason  why  the  Volkswagen 
you   buy   today  shouldn't  live 
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to  an  equally  ripe  old  age. 

Come  to  think  of  it,  there 
are  precisely  3,199  very  good 
reasons  why  it  should. 


Volkswagen. 

The  name  you  can 

rely  on. 


.)H"  KOREA 
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Rheumatism  research 
new  active  substance 


Things  are  moving.  It  looks 
very  much  like  we've  made  a 
great  step  forward  in  rheumatoid 
arthritis  research. 

Our  scientists  at  Hoechst 
Marion  Roussel,  the  pharmaceu- 
tical division  of  Hoechst,  have 
discovered  and  are  developing 
a  new  active  substance  which  is 
likely  to  bring  a  good  deal  of 
mobility  to  sufferers  of  rhetmia- 
toid  arthritis. 

As  there  is  still  a  great  need 
to  treat  these  patients,  this  news 
is  all  the  more  welcome. 

Rheumatoid  arthritis  mainly 
affects  the  hands  and  feet,  caus- 
ing swollen,  painful  joints  and, 
in  its  chronic  stages,  even  total 
immobility. 

Young  people  also  suffer 
from  this  disease  which  many 
medical  researchers  believe 
is  triggered  by  a  disorder  of  the 
immune  system. 

Our  new  active  substance 
is  designed  to  interact  with  the 
immune  system,  inhibiting 


Hoechst  is  an  international  group  of  companies  spearheading  innovation  in  health  care,  agriculture  and  chet 
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unlocks  a  promising 
Hoechst. 


inflammation  of  and  damage  to 
the  joints  without  weakening  the 
body's  defense  against  infections. 

Inflammation  of 
the  joints 
is  inhibited. 

We're  still  at  the  chnical 
research  stage.  But  an  analysis 
of  the  studies  involving  2,000 
patients  is  scheduled  for  1997. 
By  then  we  will  be  able  to 
assess  the  benefits  as  well  as  the 
potential  risks  of  the  new  drug. 

And,  if  aU  goes  well,  our  active 
substance  will  be  available  all 
over  the  world  in  arotmd  three 
years'  time,  helping  rheumatoid 
arthritis  sufferers  everywhere. 

Hoechst 
D-65926  Frankfurt  am  Main 

Internet: 
http://www.hoechst.com/ 


staff  of  145  000  people  worldwide,  annual  sales  total  $  36  billion. 


Hoechst 
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Developments  to  Watch 


EDITED  BY  OTIS  PORT 


THE  GIFT  OF  SILICON  SIGHT 


TO  THE  BLIND,  RESTORING 

even  a  modicum  of  sight 
would  be  a  mii-aculous  gift. 
Efforts  to  do  that  date  back 
to  the  mid-1970s,  when 
William  H.  Dobelle,  head  of 
the  Dobelle  Institute  at 
New  York's  Columbia  Pres- 
byterian Medical  Center, 
implanted  a  vision  "plate"  in 
the  brains  of  seven  volun- 
teers. This  5-eentimeter- 
square  plastic  plate  held  an 
8-by-8  grid  of  electrodes, 
each  of  which  stimulated 
different  cells  in  the  brain's 
optical  region  when  trig- 
gered by  computer  signals. 
It  was  crude,  but  it  enabled 
the  patients  to  "see"  letters 


of  the  alphabet 
in  their  heads. 

Electronics 
has  come  a 
long  way.  Now, 
scientists  in 
North  Carolina  are 
working  on  a  tiny  chip 
to  be  implanted  in  the  eye, 
not  the  brain.  Their  chip  is 
just  2  millimeters  square — 
yet  will  eventually  have  a 
250-by-250  grid  of  elec- 
trodes. That  should  provide 
enough  detail  to  read  a 
newspaper,  says  Wentai  Liu, 
an  electrical  engineering 
professor  at  North  Cai-olina 
State  University.  And  the 
electrodes — "photo  transis- 


tors" developed  by 
graduate  student 
Elliot  McGucken  at 
the  University  of 
North  Carolina  at 
Chapel  Hill— will 
be  triggered  by  or- 
dinary light  coming 
thi-ough  the  eye's 
pupil,  not  computer 
signals.  However,  un- 
like a  brain  implant,  eye  im- 
plants would  require  healthy 
optic  ner\'es. 

Liu's  team  expects  to 
have  prototype  chips  with  a 
25-by-25  giid  ready  by 
spiing.  They'll  be  tested  for 
biocompatibihty  at  Johns 
Hopkins  University  by  Doc- 
tors Mai"k  Humayim  and 
Eugene  De  Juan.  □ 


THE  SCIENCES: 
WILL  GRANTS 
FILL  THE  GAPS? 

MORE  AND  MORE  OF  SCIENCE'S 

most  potent  advances  ai-e  poi> 
ping  up  between  the  cracks 
of  academic  disciplines  such 
as  physics  and  biology.  Yet 
the  rugged  individualism  of 
such  disciplines  is  proving  to 
be  solidly  entrenched.  To  pull 
down  academia's  baiiiers,  the 
Bmroughs  Wellcome  Fund  in 
Dm-ham,  N.C.,  established  a 
long-term  initiative  in  1995 
and  invited  research  organi- 
zations to  compete  for  five- 
yeai-  gi-ants  by  developing 
progi'ams  to  foster  collabora- 
tion at  the  interfaces  between 
the  hai-d  and  soft  sciences. 

Last  November,  bwf 
awai'ded  its  first  grants  un- 
der the  program.  It  split  $10 
million  among  two  universi- 
ties and  two  academic  consor- 
tiums: CalifoiTiia  Institute  of 
Technology;  Rockefeller  Uni- 
vei-sity;  LaJolla  Interdiscipli- 
naiy  Ti'aining  Program,  a 
foui-member  gi'oup  based  at 
the  University  of  California- 
San  Diego;  and  Progi-am  in 
Mathematics  &  Molecular  Bi- 
ology, a  consortium  of  12  in- 
stitutions based  at  Florida 
State  University. 

The  next  competition  will 
begin  this  September.  □ 


THEY  MIGHT  JUST 
PAVE  THE  STREETS 
WITH  GOLD  

MUNICIPALITIES  HAVE  SPENT 

fortunes  to  beautify  parks  and 
roadsides.  But  when  it  comes 
to  the  roads  themselves,  as- 
phalt prevails. 

Integi-ated  Paving  Concepts 
Inc.  of  Victoria,  B.  C,  wants  to 
coiTect  this  lapse  in  imagma- 
tion  with  a  patented  process 
called  StreetPrint.  After  the 
asphalt  has  had  the  usual 


roller-smoothing,  StreetPiint 
roughens  it  up  again.  By 
stamping  patterns  into  the  hot 
asphalt,  then  applying  a  poly- 
meric cement  to  harden  and 
color  the  surface,  the  company 
can  tui'n  asphalt  into  a  fair 
semblance  of  brick  or  cobble- 
stone, for  instance.  "If  you  can 
draw  it,  we  can  build  it,"  says 
President  John  C.  Simmons. 

Nobody  has  yet  tested  the 
wallpaper  pavement  for  long- 
term  durability.  But  Simmons 
predicts  his  yellow  biick  roads 
will  last  about  eight  yeai-s.  An 


endorsement  came  last  year 
from  the  city  of  Sao  Paulo, 
which  chose  StreetPiint  to 
mai-k  bus  routes.  In  the  U.  S., 
some  traffic  engineers  think 
embossed  pavements  could 
function  as  a  gentle  alterna- 
tive to  speed  bumps.  And 
more  exotic  applications  are 
in  the  pipelijie.  On  its  home 
grounds,  Integi-ated  Pa\'ing 
has  pressed  optical  fibers  into 
decorative  bricks — an  idea 
that  could  one  day  light  up 
whole  stretches  of  driveways 
or  roads.  Neil  Gross 


MOVING  MOLECULES  WITH  MINI-MAGNETS 


WHEN  DENIS  WIRTZ  REACHES 

for  his  computer's  joystick, 
he  plays  a  drag-and-drop 
game  that  could  lead  to  new 
ways  to  kill  cancer  and  com- 
bat other  black-hat  bugs. 
Wirtz,  an  assistant  professor 
of  chemical  engineering  at 
Johns  Hopkins  University, 
has  developed  a  technique 
that  has  the  capability  of 
steering  a  single  molecule 
through  the  body  and  deliv- 
ering it  to  a  specific  cell. 
And  it  would  be  done  from 


outside  the  body — 
with  magnetic 
"tweezers"  of  aston- 
ishing delicacy. 

Molecules  of  DNA 
and  other  potential 
drag-deliveiy 
mechanisms  aren't 
magnetic,  so  Wvctz 
hooks  them  up  to  a 
tiny  iron  bead.  The 
bead  is  just  'Amth 
a  micron  in  di- 
ameter, or  even 
smaller  than 


the  transistors  on  mici-o- 
chips,  and  coated  with  biotin, 
a  protein  that  readily  at- 
taches to  the  end  of  a  dna 
molecule.  Tbday,  using  the 
joystick  to  control  the 
magnetic  fields  from 
two  paii-s  of  electix)- 
magnets,  which  tug  at 
the  iron  beads  from 
different  directions, 
he  can  drag  a 
molecule  aci-oss 
a  microscope's 
slide  and  drop 
it  on  a  tiu*- 
get  site  to 


witlun  1  nanometer,  or  one- 
thousandth  of  a  miaxtn. 
Next,  '\^'iitz  will  add  moi-e 
electi-omagnets  so  he  can 
move  molecules  in  thi-ee  di- 
mensions— and  thus  thi-ough 
a  patient's  body. 

Wirtz  says  the  $500,000 
joystick-controlled  system  is 
so  precise  it  can  also  be 
used  to  test  the  strength  of 
interactions  between  a  dnig 
and  its  target  cells.  That 
could  provide  invaluable  in- 
formation for  developing 
new  drugs,  not  just  deliver- 
ing them.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjan@businessweek.com 
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U.S.  RETAILING 


IF  IT'S  ON  THE  FRITZ, 
TAKE  IT  TO  JANE 

She's  behind  Sears  Roebuck's  home-improvement  push 


In  the  small  town  of  St.  Albans, 
W.  Va.,  Jane  J.  Thompson  was  the 
stai-  player  on  the  St.  Albans  Higliline 
Baptists,  an  American  basketball 
team.  Facing  older,  taller  girls  from  the 
rival  St.  Francis  Catholic  Church  team, 
she  seemed  outclassed.  But  her  team  had 
an  edge — ^they  had  just  come  from  a  gid- 
dy party.  As  they  dribbled  and  passed  to 
\'ictoi'y,  Thompson  absorbed  a  ■■■■■■■■i 
lesson  that  helps  her  neai'ly 
three  decades  later.  The  se- 
cret, she  says:  "Relax,  and 
play  a  better  game." 

Thompson,  45,  is  tiTing  to 


retail  analyst  with  William  Blair  &  Co.  in 
Chicago. 

Whether  Thompson  or  anyone  else 
can  consolidate  the  mom-and-pop  in- 
dustry is  an  open  question.  But  "if  ever 
there's  a  brand  name  that  could  work, 
it's  Sears,"  says  Gaiy  M.  Stibel,  princi- 
pal with  New  England  Consulting 
Group  in  Westport,  Conn. 


enough  to  be  co-opted  by  the  old  prac- 
tices," Mai-tinez  says. 

Thompson  may  seem  an  unlikely 
leader  for  a  dirt-under-the-nails  busi- 
ness like  home  repau-.  But  don't  let  her 
Harvard  mba  and  perfect  manicure  fool 
you.  Her  father  was  a  union  pipefitter 
and  her  mother  a  nurse — as  well  as 
her  basketball  coach.  Her  schoolmates 
had  similar  backgrounds.  Says  Thomp- 
son: "I  didn't  know  what  social  classes 
were  until  I  went  to  college  and  read 
about  them  in  a  sociology  textbook." 
Nancy  Karch,  a  senior  partner  at  Mc- 
Kinsey  &  Co.  in  Chicago  who  has 
known  her  for  20  years,  says:  "Jane  is 
quite  thoughtful  about  people,  ex- 
tremely well-inten-   

tioned,  and  not  at  all  DRIVEN: 
political."  Thompson  is  Thompson 
Sears'  fourth-highest-  sees  her  post 
paid  executive,  pulling  as  a  stepping- 
down  total  compensa-  sto7ie 


Jane  Thompson 

AGE  45 


TITLE  President,  Sears 

stay  loose  as  she  implements   

Seai-s,  Roebuck  &  Co.'s  riski- 
est gi-owth  sti-ategy:  its  diive 
to  dominate  the  fi-agmented 
$160  billion  American  mai- 
ket  for  appliance  repaii-s  and 
home    improvement.  The 
U.S.  retailer's  plan,  laid 
down  by  Chairman  and  ceo 
Arthur  C.  Martinez,  calls  for 
Thompson's  Seai-s  Home  Ser- 
vices division  to  triple  its 
revenues,  to  $10  bilhon,  in 
four  yeai-s.  To  that  end,  he's 
putting  lots  of  advertising 
and  training  dollars  on  the 
line,  not  to  mention  his  own 
reputation,  as  he  talks  up  the 
plan  to  Wall  Street. 
MISTRUST.  With  slow  growth 
prospects  for  Sears'  820  mall- 
based  stores.  Wall  Street 
loves  the  plan  to  consolidate  repair  and 
home-improvement  sei-vices  under  a  na- 
tional brand  name.  Sears  already  has  re- 
pair and  home-improvement  personnel 
in  place  nationwide,  and  it  can  afford 
the  technology  to  repair  today's  compli- 
cated electronic  goods.  And  Sears'  name 
and  guarantee  of  satisfaction  could  over- 
come consumers'  mistrust  of  repair  peo- 
ple— the  retailer's  studies  say  its  repu- 
tation bounced  back  after  its  own  1992 
auto-repair  scandal.  "This  is  a  big  op- 
portunity to  create  one  big  portfolio  of 
services.  No  matter  what  your  problem 
is,  dial  1-800-SEARS,"  says  Skip  Helm,  a 


EDUCATION  B.S., 
business  administra- 
tion, University  of 
Cincinnati;  IVIBA,  Har- 
vard business  school 

CAREER 

1973-1976:  Procter  & 
Gamble,  brand 
manager 

1978-1988:  McKinsey  & 
Co.,  senior  partner 
1988:  Joined  Sears 
as  vice-president  for 
planning 

1993-1995:  Headed 
Sears  Credit  Group 

PERSONAL  Married, 
two  children 


Thompson  is  used  to  chaDenges.  After 
she  joined  Sears  as  vice-president  of 
planning  in  1988,  she  was  dismayed  to 
realize  the  depth  of  its  troubles.  Prices 
werd  high,  customer  service  dismal,  and 
earnings  slipping  away.  When  Martinez, 
named  vice-chairman  in  1992,  launched 
his  bold  revival  plan,  Thompson  was 
part  of  his  inner  circle.  She  had  won 
him  over  with  her  analysis  of  problems 
and  her  willingness  to  initiate  such  ch'as- 
tic  moves  as  closing  more  than  100 
stores  and  axing  the  venerable  catalog. 
"She  had  just  enough  experience  inside 
Sears  to  grasp  the  issues  and  not 


tion  of  $1.8  milhon  in  1995.  But  that 
doesn't  stop  her  from  riding  along  on 
repair  trucks  to  get  a  sense  of  the  ob- 
stacles technicians  face. 

Crunch  time  comes  later  this  year 
when  Seai-s  rolls  out  a  national  ad  cam- 
paign, "The  Service  Side  of  Sears,"  a 
play  on  its  successful  "Softer  Side"  slo- 
gan. Ads  being  tested  in  six  cities  are 
generating  double-digit  percentage  in- 
creases in  repair  calls.  That  means 
Thompson's  14,000  employees  must  be 
ready  to  go.  Every  week,  hundreds  are 
retrained  in  the  latest  gadgeti-y.  More 
important,  they're  being  taught  to  sell 
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Sure  air  bags  work  great  in  front-end  collisions,  but  only 
a  safety  belt  can  protect  you  from  side  md  reai-end  collisions. 
So  buckle  up.  And  you'll  cover  all  the  angles. 

YOU  COULD  LEARN  A  LOT  FROM  A  DUMMY. 
BUCKLE  YOUR  SAFETY  BELT. 


us  0>OnrlTTV<n1 

  For  mm  Inlormation.  ci/;  Ok  Airtag  &  OiiW  Safely  Hotline:  m-424-9393  "*  """""^^  \^ 
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other  Sears  semces — to  recommend  a 
furnace-cleaning  duiing  a  repair  call,  for 
example.  Thompson  encourages  work- 
ers to  see  themselves  as  part  of  a  larg- 
er effort.  "I  really  believe  the  fi-ont-line 
person  wants  to  do  a  good  job  and  be 
on  a  winning  team,"  she  says. 

Despite  Seai-s'  fast-growth  plans  for 
Home  Semces,  she  isn't  rushing  in.  Over 
the  past  year  she  has  held  hundi-eds  of 
focus  groups  to  figui'e  out  what  matters 
to  customers.  It's  a  studied  approach  she 
refined  during  10  years  at  McKinsey  in 
Chicago.  So  intent  is  Thompson  on  mak- 
ing the  right  changes  that  she  listens  to 
tapes  of  focus  groups  on  her  50-minute 
drive  fi'om  her  home  in  posh  Lake  For- 
est, 111.,  to  Seai-s'  headquai-ters. 
AMBITIONS.  Thompson  has  proven  she 
can  get  results.  In  1993,  after  she  asked 
to  ran  a  line  business,  Martinez  named 
her  head  of  Seai-s  Credit  Group.  She  low- 
ered credit  standards  and  opened  more 
than  11  million  new  accounts  in  1994-95, 
tfansforming  a'edit  from  a  support  oper- 
ation into  a  competitive  unit  with  ag- 
gressive growth  targets.  Duiing  her 
three-year  tenure,  operating  profit 
climbed  34%,  to  an  estimated  $2  bUlion. 

But  she  wasn't  satisfied.  "I  felt  I  was 
playing  Wimbledon-quality  tennis,  but 
I  wasn't  in  center  court,"  she  says. 
When  Mai-tinez  offered  her  the  cliance 
to  build  Home  Senices,  she  jumped  at 
it.  WliUe  dodging  succession  questions, 
Martinez  notes  that  Thompson  "is  a 
veiy  effective  executive  and  has  ambi- 
tions that  go  beyond  her  cuirent  job." 

As  she  did  in  credit,  Thompson  is 
benclmiarking,  building  a  management 
team,  and  developing  a  wTitten  set  of 
values  for  the  division.  She's  such  a 
strong  believer  in  values  statements, 
she  had  her  family  wTite  their  owm  six 
yeai's  ago.  At  points,  she  says,  it  re- 
sembles the  Credit  Group's  statement, 
wWch  embraces  integiity,  fairness,  open- 
ness, and  mutual  respect. 

Despite  a  heavy  travel  schedule, 
Thompson  is  assistant  coach  of  her  10- 
ye;u--old  daughter's  basketball  team.  Siui- 
days  are  resein-ed  for  lier  daughter.  14- 
ye;u'-old  son.  and  husband.  She  still  loves 
conii)etitive  s)X)rts,  though  she  quit  play- 
ing polo'  in  1994  after  a  fall.  She  misses 
more  school  events  than  she  would  like, 
but  lior  kids  don't  complain:  "They've 
never  knowni  me  any  other  way." 

Although  Thompson  has  her  hands 
M\,  she  admits  she  .«ees  her  Home  Ser- 
vices post  as  a  steijping-stone.  "I  can 
picture  myself  nmning  a  major  con^o- 
ration  some  day,"  she  says  unabashedly. 
Sounds  as  Ihougli  her  boss  can,  too. 

By  Susan  Chandler 
ill  Hoffman  Estates.  lU. 
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The  production  index  increased  during  the  week  ended  Jan.  4.  Before 
calculation  of  the  four-week  moving  average,  the  index  also  rose,  to  136.3, 
from  a  revised  134.9.  On  a  seasonally  adjusted  basis,  crude-oil  and  coal 
output  were  up  sharply.  However,  the  adjusted  auto  and  truck  production 
numbers  were  distorted  by  plant  closings  in  observance  of  New  Year's  Day. 
The  leading  index  will  be  unavailable  for  an  indefinite  period  of  time. 
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1  LEADING  INDICATORS 

STOCK  PRICES  (1/10)  S&P  500 

UTEST 
WEEK 

759.50 

WEEK 
AGO 

748.03 

YEARLY 
%  CHG 

25.3 

CORPORATE  BOND  YIELD.  Aaa  (1/10) 

7.42% 

7.29% 

8.0 

INDUSTRIAL  MATERIALS  PRICES  (1/10) 

108.6 

107.6 

-1.8 

BUSINESS  FAILURES  (1/3) 

NA 

NA 

NA 

REAL  ESTATE  LOANS  (1/1)  billions 

NA 

NA 

NA 

MONEY  SUPPLY.  M2  (12/30)  billions 

$3,824.7  $3,830.7r 

4.3 

INITIAL  CLAIMS.  UNEMPLOYMENT  (1/4)  ttiou 

5.  351 

366 

-6.0 

Sources:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100),  Dun 
a  Bradstreet  {failures  of  large  companies).  Federal  Reserve,  Labor  Dept. 

INTEREST  RATES 

FEDERAL  FUNDS  (1/14) 

UTEST 
WEEK 

5.14% 

WEEK 
AGO 

5.20% 

YEAR 
AGO 

5.61% 

COMMERCIAL  PAPER  (1/15)  3-month 

5.46 

5.45 

5.40 

CERTIFICATES  OF  DEPOSIT  (1/15)  3-month 

5.43 

5.41 

5.67 

FIXED  MORTGAGE  (I/IO)  30-year 

7.99 

7.68 

7.37 

ADJUSTABLE  MORTGAGE  (1/10)  one-year 

5.78 

5.75 

5.50 

PRIME  (1/14) 

8.25 

8.25 

8.50 

Sources:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (1/11)  thous.  of  metric  tons 

UTEST 
WEEK 

1,809 

WEEK 
AGO 

l,813f( 

YEARLY 
%CHG 

-0.7 

AUTOS  (1/11)  units 

111,845 

39,698r*t 

15.8 

TRUCKS  (1/11)  units 

109.686 

40.371r# 

14.7 

ELECTRIC  POWER  (l/ll)  millions  of  kilowatt-hrs. 

65,751 

57.896# 

-2.3 

CRUDE-OIL  REFINING  (l/ll)  thous.  of  bbl  /day 

13,774 

14.083# 

1.3 

COAL  (1/4)  thous.  of  metric  tons 

17,938# 

13.993 

12.6 

LUMBER  (1/4)  millions  of  meters 

91.10 

80.3 

-4.5 

RAIL  FREIGHT  (1/4)  billions  of  ton-kilometers 

33.5# 

26.3 

8.5 

Sources:  American  Iron  &  Steel  Institute.  Ward's  Automotive  Reports.  Edison  Elednc 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi.  SFPA2.  Association  ol 
American  Railroads 

PRICES 

GOLD  (1/15)  $/troy  oz. 

UTEST 
WEEK 

354.450 

WEEK 
AGO 

356.600 

YEARLY 
%  CHG 

-10.9 

STEEL  SCRAP  (1/10)  #1  heavy,  $/ton 

131.50 

116.50 

-9.0 

COPPER  (1/10)  e/lb. 

112.1 

106.6 

-7.6 

ALUMINUM  (1/10)  e:/lb. 

75.0 

73.5 

-2.6 

COTTON  (1/11)  strict  low  middling  1-1/16  in.,  t/\b.  70.08 

71.12 

-16.4 

OIL  (1/14)  $/bbl. 

24.86 

26.19 

37.0 

CRB  FOODSTUFFS  (1/14)  1957=100 

236.44 

231.25 

1.6 

CRB  RAW  INDUSTRIALS  (1/14)  1967=100 

340.11 

335.77 

2.7 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Weel<.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (1/15) 

UTEST 
WEEK 

117.24 

WEEK  YEAR 
AGO  AGO 

115.91  105.50 

GERMAN  MARK  (1/15) 

1.59 

1.58 

1.48 

BRITISH  POUND  (1/15) 

1.68 

1.69 

1.51 

FRENCH  FRANC  (1/15) 

5.37 

5.32 

5.05 

ITALIAN  LIRA  (1/15) 

1548.5 

1542.7  1584.2 

CANADIAN  DOLLAR  (1/15) 

1.34 

1.35 

1.36 

MEXICAN  PESO  (1/15)3 

7.809 

7.812 

7.480 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/15) 

100.2 

99.8 

97.2 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


sRaw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
equipment.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Nol  available      r^revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


GREENSPAH  TESTIMONY 

Tuesday,  Jan.  21,  10  a.rn.ESTk-  Federal 
Resei^e  Chairman  Alan  Greenspan  will  trav- 
el to  Capitol  Hill  to  testify  before  the  Sen- 
ate Budget  Committee  on  the  state  of  the 
U.S.  economy.  Of  particular  interest  to  Fed 
watchers  will  be  any  mention  of  building 
price  pressures. 

HOUSING  STARTS 

Wednesday,  Jan.  22,  8:30  a.m. est  ►  Hous- 
ing starts  probably  fell  to  an  annual  rate  of 
1.45  million  in  December,  according  to  the 
median  forecast  of  economists  surveyed  by 
MMS  International,  one  of  The  McGraw-Hill 
Companies.  Starts  unexpectedly  surged  in 
November,  jumping  9.2%  to  a  1.51  million 


pace.  New  building  in  the  Midwest  and 
South  was  especially  strong.  Despite  higher 
mortgage  rates  in  the  first  half  of  the  year, 
homebuilders  were  quite  busy  in  1996. 
Housing  is  expected  to  hold  steady  in 
1997'.  Starts  in  January,  however,  might  be 
curtailed  by  the  bad  weather  in  the  Pacific 
Northwest  and  Midwest. 

BEIGE  BOOK 

Wednesday,  Jan.  22,  2  p.m. est  >■  The  Fed- 
eral Reserve's  roundup  of  regional  econom- 
ic activity  will  be  released  in  advance  of 
the  policy  meeting  on  Feb.  4-5.  The  finan- 
cial markets  will  try  to  glean  evidence  of 
economic  trends  from  the  Beige  Book.  In 
particular:  whether  retail  sales  bounced 


back  in  early  1997  after  a  modest  holiday 
season  and  whether  regional  shortages  of 
skilled  labor  have  begun  to  push  up  wages. 

FEDERAL  BUDGET 

Thursday,  Jan.  23,  2  p.m.EST>-  The  mms 
median  forecast  expects  that  the  U.  S.  Trea- 
sury will  report  a  budget  surplus  of  $10  bil- 
lion for  December,  a  month  in  which  most 
quarterly  income  taxes  are  paid.  The  pro- 
jected surplus  is  almost  twice  the  $5.2  bil- 
lion reported  in  December,  1995.  However, 
for  the  first  quarter  of  fiscal  1997,  which 
began  on  Oct.  1,  1996,  the  federal  deficit 
will  likely  total  about  $68  billion.  That  is 
way  above  the  $55.9  billion  in  the  first 
quarter  of  fiscal  1996, 
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Editorials 


THE  BATTLE  TO  BUILD  A  NEW  JAPAN 


Heed  the  Nikkei.  A  revaluation  of  Japan  Inc.  is  under 
way.  "Kike  government  economic  policy:  Tlie  recent  2000- 
point  di-op,  sending  the  stock  index  down  50%  ii-om  its  high,  is 
a  vote  of  no  confidence  in  traditional  policies,  including  pro- 
tection of  domestic  mai'kets;  high-tax,  high-pork  budgets;  and 
single-minded  promotion  of  exports.  Then  take  Corporate 
Japan.  Even  as  it  phmges,  the  Nikkei  is  rewai-ding  globally 
competitive  industries,  such  as  autos  and  electronics,  with 
higher  stock  piices  while  severely  punishing  once  protected, 
overvalued  domestic  industries,  such  as  finance  and  insurance. 
The  competitive  forces  of  the  open  global  economy  ai*e  catch- 
ing up  to  Japan's  closed  domestic  economy.  Only  massive 
deregulation  and  a  significant  tax  cut  that  redistributes  buying 
power  away  ft'om  biu'eauci-ats  towai'd  consumers  can  restart 
the  nation's  economic  gi-owth.  State-dii-ected  mercantilism  has 
gone  as  fai*  as  it  can,  and  the  Nikkei  is  moving  Japan  toward 
a  more  open — and  ultimately  more  competitive — economy. 

But  only  if  policymakers  allow  the  Nikkei  to  work.  As 
the  U.  S.  discovered  in  the  1980s,  the  process  of  becoming 
competitive  can  be  extremely  painful.  Despite  tremendous  re- 
sistance, the  job  was  essentially  done  in  the  U.  S.  by  the  be- 
ginning, of  the  1990s.  Japan,  however,  is  dragging  its  feet. 
Nearly  six  years  into  a  gi'owth  recession,  assets  have  yet  to 
be  assigned  their  proper  market  values.  The  Nikkei  is  dovra, 
but  it  may  need  to  di'op  even  fuiiher.  Just  24  months  ago,  it 
plummeted,  but  before  it  could  revamp  the  economy,  fearful 
Finance  Ministry  bureaucrats,  with  help  from  the  U.  S.  Ti'ea- 
smy,  propped  it  up  with  liquidity  and  a  massive  yen  devalu- 
ation— ^to  no  avail. 

The  man  most  responsible  for  the  Nikkei's  cun-ent  plunge 
is  also  most  responsible  for  Japan's  deregulation.  Piime  Min- 


ister Ryutaro  Hashimoto  rode  a  promise  of  deregulation  into 
office  and  sui-prised  everyone  by  actually  trying  to  deliver  on 
that  promise.  First,  he  announced  a  "Big  Bang"  deregulation 
of  his  nation's  financial  system.  Then,  he  agreed  to  U.  S.  pres- 
sure to  open  Japan's  insurance  mai-ket.  Without  'fixed  prices 
and  government  protection,  dozens  of  banks  and  insurance 
companies  were  then  seen  as  ovei"priced  by  Japanese  in- 
vestors. Theii'  shares  plunged,  as  did  those  of  companies  in 
other  protected  industries  that  ai"e  candidates  for  deregulation. 

But  Hashimoto  must  depend  on  the  support  of  zoku  giin, 
or  tribes  of  special  interests  TOthin  the  party.  They  have 
stuffed  his  new  budget  mth  pork,  ranging  from  new  money- 
losing  bullet  trains  to  agricultui-al  subsidies.  Tb  pay  for  this 
lard,  as  well  as  that  left  over  from  pre\'ious  public-works  pro- 
grams, Hashimoto  is  pushing  for  a  two-percentage-point  in- 
crease in  the  consumption  tax,  to  5%.  Consumers  don't  like  it. 
They  have  already  cut  back  their  spending,  sending  the 
Nikkei  dovm  further. 

Special  interests  will  put  tremendous  pi-essure  on  Hashimoto 
to  backti-ack.  He  should  resist,  because  there  is  no  alternative 
tool  left  for  Japan.  Pump-piiming  has  failed.  Low  interest 
rates  haven't  worked.  A  weak  yen  isn't  doing  the  tiick.  Only 
more  competition  can  stimulate  gro^vth.  Hashimoto  should 
speed  deregulation  of  retailing,  ti-ansportation,  telecommuni- 
cations, constraction,  and  electiic  power.  He  should  also  take 
advantage  of  gi"ovring  public  cynicism  toward  bureaucrats  to  re- 
duce their  authority.  Above  all,  he  should  cut,  not  raise,  taxes. 

Japan  now  has  a  two-tier  economy,  one  competitive,  one 
not.  Hashimoto  must  defeat  the  bureaua-ats  and  special  in- 
terests who  ai-e  resisting  change  and  integrate  all  of  Japan 
into  the  global  marketplace. 


DON'T  LET  THE  EU  BLOCK  BRITISH  AIR'S  DEAL 


The  European  Union's  threat  to  block  the  proposed  al- 
liance between  British  Airways  PLC  and  American  Aii-- 
lines  Inc.  has  provoked  an  outciy  in  Britain.  That's  not  sur- 
pi-ising.  Bi-ussels'  record  on  opening  Europe's  skies  has  been 
less  than  stellar,  making  it  vulnerable  to  chai-ges  that  it  is  ti'y- 
ing  to  pi-otect  ba's  continental  rivals. 

The  EU  says  it  fears  that  the  HA-AA  deal  will  restrict  com- 
petition on  all  routes  between  Biitain  and  the  U.  S.  for  other 
European  airlines.  But  while  da  has  been  jjainftilly  refashion- 
ing itself  into  a  globally  competitive,  streamlined  giant,  Brus- 
sels has  been  subsidizing  its  rivals,  such  as  Iberia  and  Air 
France,  to  the  tune  of  billions  of  dollars,  ba's  complaints  about 
the  subsidies  to  EU  bureaucrats  liavo  fallen  on  deaf  pars. 

The  EU  lias  also  taken  its  time  in  breaking  up  the  cusliy 
system  that  lets  European  aii-lines  charge  mammoth  farea 
on  many  routes.  And  there  was  nary  a  jjeep  from  Eui-ocrats 
about  previous  transatlantic  alliances,  such  as  Delta  Air  Lines' 


with  Lufthansa  and  klm  Roj^al  Dutch  Aii-lines'  rath  Northwest 
Airlines,  though  now,  they're  suddenly  taking  an  interest. 
It's  not  even  cleai-  that  the  EU  has  any  juiisdiction  in  the  mat- 
ter. London  is  convinced  that  a\iation  policy  outside  Eui-ope 
remains  the  preragative  of  the  nation  in  question,  not  the  eu. 

Eurocrats  would  be  wise  to  let  Britain  and  the  U.S.  de- 
termine the  fate  of  the  ba-aa  alliance.  Sure,  that  potential 
dominance  of  the  sky  lanes  between  the  U.  S.  and  London's 
Heathrow  Airport  is  troubling.  But  Britain  and  the  U.S. 
are  best  qualified  to  work  that  out  British  regulatoi-s  have  al- 
ready told  tlie  airlines  that  they  won't  let  the  deal  go  fonvai-d 
unless  the  partnere  give  up  some  168  takeoff  and  landing  slots 
at  Hoalhrow — W%  of  American's  stable.  The  U.  S..  prodded 
by  Delta,  United  Airlines  Inc.,  and  othei-s,  will  probably  de- 
mand tougher  concessions  as  well.  It's  hai-d  to  see  what  the 
EU  can  accomjilish  except  to  further  alienate  Bintain  and 
muck  up  already  complicated  negotiations. 
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Global  companies 
cohslder  Sun's 
network  computing 

service  and  suppo 

a  stratq^ic.advantage. 


I 


At  Sun  Microsystems,  we  help  businesses  build,  manage  and  profit  from  enterprise  network  computing.  Continually,  we  translate  our 
networking  leadership  and  expertise  into  products,  technologies  and  services  that  give  our  customers  enterprise  solutions  and  discrete 
competitive  advantages.  It's  no  surprise  that  we  offer  a  broad  portfoUo  of  support,  education  and  integration  services  on_a  global  scale.  So 
through  our  Professional  Services  organization,  we  can  help  you  plan  your  implementation  and  get  maximum  effectiveness  from  your  network. 
And  we're  the  industry's  largest  UNIX*  education  organization,  with  over  30,000  students  trained  every  year.  Once  you've  installed  your  solution, 
you'll  be  pleased  to  know  that  we  support  more  than  500,000  systems  in  130  countries  worldwide.  Which  goes  to  ^ 
show,  if  you  want  the  best  information  system,  shouldn't  you  also  want  the  company  that  can  help  you  get  the  most  1^^^/^ 
fromyournetwork?Formoreinformation,contactusathttp://www.sun.com  THE  NETWORK  IS  THE  COMPUTER™  microsystems 


<S  1996  Sun  Microsystemj,  Inc.  All  rights  reserved.  Sun,  the  Sun  Logo,  Sun  Microsystems,  and  The  Network  Is  The  Computer  are  trademarks  or  registered  trademarks  of  Sunv 
iMicrosystems,  Inc.  in  the  United  States  and  other  countries.  UNIX  Is  a  registered  trademark  in  the  United  States  end  other  eounlries,  exclusively  licensed  through  X/Open  Company,  Ltd. 


Keep  in  touch 
With  Global 
Markets 


Keep  in  touch  with  the  world's  major  business  centres 
on  the  networl<  with  the  most  comfortable  flights.  Our 
fleet  of  spacious,  wide-bodied  aircraft  spans  the  globe 
from  Washington  to  Manila,  London  to  Johannesburg. 
You  can  even  fly  into  Saudi  Arabia  and  then  onward  to 
other  regional  destinations  or  connect  directly  with  25 
main  towns  and  cities  in  the  Kingdom.  Next  time,  surf 
on  our  network  and  see  the  world  in  real  style. 
www.saudiarabian-airlines.com 


Saudi  Arabian  Airlines 
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